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Mantoux versus Keynes 
By the Editor 


I 

HETHER we tread the corridors of the past and trace 
Witte history of men and events, or cast a forward glance 

and attempt a prognosis of the future, much depends on 
the point of view. Perspective, if not the whole, is an important 
part of politics. This, in rather a full measure, applies alike to 
some of the writings of Lord Keynes and to that of the youthful 
French airman, Etienne Mantoux, whose book I purpose to 
review.* 

Our subject is a vast one, with many facets and extensive 
vistas, for both writers raise in acute form many of the 
central issues of foreign policy. 

Generally speaking Keynes inclined in 1919 to give an 
almost exclusive importance to economic issues; while 
Mantoux, on a retrospect, seeks to make economic factors 
support his political convictions. Obviously politics and 
economics both had to be taken into account in 1919. That 
being so it is difficult to analyze the conflict between Mantoux 
and Keynes satisfactorily in a Bank Review which is debarred 
ex hypothesi from political discussion. Nevertheless even in a 
Bank Review two reservations may be made _ without 
impropriety : on the one hand we must not, even if political 
issues are passed over sub silentio, be held to endorse Mantoux’s 
virtual imputation of blame to Keynes for most of the con- 
sequences of the historic complex since 1919; on the other 
hand we must not be held to have swallowed wholesale Keynes’ 
reflections on the politicians at the Paris Peace Conference in 
1919, since, when complete records become available, it will 
be established that Mr. Balfour and his principal advisers paid 
very great attention to economic factors. 


II 

As everybody knows, it was the publication in November, 
1919, of his Economic Consequences of the Peace, with its incisive 
criticism of the Versailles Treaty and its authors, which almost 
overnight transformed Keynes from an obscure Treasury official 
into a world figure of seemingly unchallenged authority. In 
(*) Etienne Mantoux: The Carthaginian Peace, or the Economic Consequences of Mr. 
Keynes. With an Introduction by R. C. K. Ensor. (Oxford University Press, London : 
Cumberlege 12s. 6d.) In reviewing the controversy between Keynes and Mantoux I have 


received invaluable assistance from Mr. W. Manning Dacey. Dr. H. C. F. Holgate has 
Prepared the diagrams and tables. A.P. 
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that work, which evoked from him the expression of hitherto 
unsuspected powers, the critic condemned the statesmen of 
the Conference, of all nations, for their utter disregard of 
economic realities in their framing of the Peace, for their failure 
to realize that : 
the most serious of the problems which claimed their 
attention were not political or territorial but financial 
and economic, and that the perils of the future lay not in 
frontiers or sovereignties but in food, coal, and 
transport. 
The treatment of Germany in the Treaty would leave a long 
legacy of bitterness behind it. To him in a manifold way it 
seemed vindictive and draconic—a “‘ Carthaginian Peace "— 
and a repudiation of elementary good sense. He earnestly 
ressed that the astronomic Reparations so volubly demanded 
ie the politicians lay far beyond the capacity of Germany to 
pay or the technical possibilities of transfer to encompass, 
and that any attempt to enforce their extraction would disrupt 
both German and international trade. The Germans he pleaded 
were stunned by the weight of their misfortunes. And, in the 
prevailing uncertainty and indecision, with the swift recession 
of the rule of law in every country and with Europe a vast ruin 
and her populations driven desperate for lack of food, they 
simply could not adjust themselves to their new position. Let 
the politicians beware : civic faith and resolution were crumb- 
ling and amid the perils and vicissitudes of life the German 
would be rendered more hard, suspicious, and narrow. 

There had been nothing in the least like this book before, 
at any rate since The Conduct of the Allies appeared in 1711. 
Some of the telling hits in the prose portraits of Clemenceau, 
Lloyd George, and President Wilson surpass those masterpieces 
of Clarendon and Saint-Evremond, while there are passages 
of personal description that, like couplets in Dryden’s satires, 
have “‘ not only the force but the actual sound of a slap in the 
face.’’(*) 

Though partly polemical the book is a model of what 
may be called the expository style. I have heard persons 
much more qualified than I am to decide on the characteristics 
of pure prose composition, including Mr. Asquith, compare 


(*) The prose portrait of Lloyd George was only published in 1933, in the Essays in 
Biography. Anyone who wishes to enjoy at one and the same time the glory of English prose 
and the genius of Keynes should read the article on Lord Oxford which he wrote in 1928. 
No one ever read a sentence of these Essays a second time because he failed to catch its 
meaning the first time ; many must have read several sentences a second and twentieth 
time from the sheer pleasure of dwelling on their masterly blend of zsthetic beauty and 
narrative power. When Keynes describes anything you more than see it, you feel it too. 
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Keynes to Swift and say that he had done more in this work 
to enlarge the sphere and develop the energies of English 
prose than any other writer then living. The ingenuity by 
which through the whole tangled story the charges are made, 
the wit, the verve, the tone of half-condescending banter, 
the consummate ease he shows in attack, above all the polish 
of the language, were things of which that tortured time had 
no experience. Moreover it is doubtful if any man of letters 
of that time knew the public taste better, at home and in 
America, than Keynes. His main thesis drove home what 
many had been thinking, but with such a triumph of style as 
to make it seem new. His statistics were anything but 
invariably accurate, but his public did not want exact accuracy 
and would not have been grateful for it. What is more to the 
purpose, a massive impression remained that the politicians 
had been making the world a much more unpleasant and 
uncomfortable place than it ought to be. On the question of 
transfer, at any rate, Keynes showed a double grasp of leading 
principle and intricate detail, and in preserving unity of purpose 
through a multiplicity of confusing minutiae he had neither 
equal nor second among living statesmen. 

One thing at least may be said with confidence: for 
twenty-five years this Keynesian verdict has been widely, 
if not unanimously, accepted in the Anglo-Saxon World as 
the ultimate judgement on the Treaty of Versailles, and lesser 
writers, taking their cue from a master-mind, dealt after Keynes 
in very bright colours and very deep shadows, depicting the 
victors as blatant oppressors. 

The verdict of Keynes never was accepted in France 
where it is held that the foundation of altruism is a good 
healthy stock of egotism. And now it has been impugned in 
detail, though not invariably with success, by this brilliant 
young Frenchman who roundly tells the world that it was pre- 
occupation with economics at the cost of security which helped 
to bring on, if it was not the operative cause of, the Second 
World War. He claims that the Treaty of Versailles erred 
on the side of mildness, and that the Peacemakers received 
from Keynes far more than their due castigation. For (so 
in substance he argues) though the whole world is plentifully 
supplied with knaves recent experience shows, so that all 
who run may read and ponder, that the proportion of savage 
natures in the Fatherland is comparatively high; that the 
worship of force has long been a persisting characteristic of 
the Germans, and still remains so in this twentieth century 








4 


when many other peoples have advanced in civilization and 
fain would wander in the pastures of peace; and that Hitler, 
with his contempt of the gentler Christian virtues and reversion 
to the ethics of the Nibelungs, with his hideous butchery and 
obsequious brownshirted ruffans, is after all nothing but “ the 
old dog in a new doublet.’”’ Let us then, he sums it all up, in 
the anxious days to come have regard not only to the span of 
Germany’s future ambitions but to the persistence of her 
commemorative instincts. In a few years had not Hitler lifted 
the Germans from Keynes’ deepest pit of abasement to a 
pinnacle of hope and of overweening pride? Events he argues 
have now demonstrated that Keynes’ estimates of the limit to 
Reparations were set far too low. 

It is a tragedy that Lord Keynes did not survive to meet in 
his turn and with his own unrivalled powers this trenchant 
attack. If we do not gravely misapprehend him he could have 
afforded, from the width and plenitude of his knowledge, to 
concede points to his adversary, though he would have made it 
an urgent matter to discriminate between the vital and 
unessential portion of his teaching. If he and his formidable 
critic had been spared controversy would have raged, but with 
all the salutary discipline that comes from the cut and thrust of 
discussion. It is hard to say where this might have ended. 
Who can doubt that then the two men would have plied one 
another with arguments on the air and on paper, with plea and 
replication, rejoinder and rebutter, surrejoinder and 
surrebutter? Who can doubt that both would have been in 
deadly earnest, and at least consciously sincere, yet who is 
there who doubts that each of them would have minimized the 
strong points and exaggerated the weak ones of his antagonist, 
for that after all is debating? And who can doubt that Lord 
Keynes, forgetting, I sadly fear, that on this same count at 
any rate there is much glass in The Consequences,(') would have 
thrown some well-aimed stones at M. Etienne Mantoux for 
overlooking in The Carthaginian Peace what Miss Veronica 
Wedgwood has so charmingly and concisely written in William 
the Silent ? 


History is lived forwards but is written in retro- 
spect. We know the end before we consider the 
beginning and we can never wholly recapture what it 
was to know the beginning only. 


(’) For facility of reference I shall denominate Keynes’ book The Consequences and 
Mantoux’s The Carthaginian Peace. 
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The truth is that in this darkling world, with all its 
rapid mutations and surprises, statesmen, and it may be 
economists, are at a loss to look far into the future. 

Keynes never urged that we should express penitence for 
the whole Treaty of Versailles which, of course, is an 
immensely long and a very complicated instrument, and even 
more so if we take into account the various other Peace Treaties 
of that time, which in popular parlance are often grouped 
under the designation of The Versailles Settlement. His 
concern was with the purely economic and punitive clauses, not 
with such obviously just measures as the liberation of the Czechs 
and the Poles and the return of Alsace-Lorraine to France. 
But no small part of Mantoux’s plaint is that Keynes’ treatise 
in fact if not in intention turned the balance of opinion in 
Anglo-Saxon lands, and notably in the United States, against 
the Peace Settlement as a sinister scheme of guile and an 
elaborate piece of make-believe and so encouraged the American 
dereliction of the infant League of Nations and later on 
favoured the dexterous exploitation of grievances by Hitler. 
Here Mantoux shows a tendency to over-simplify the issues 
he raises; he is also too prone to underestimate both the 
intelligence of the Anglo-Saxon reading public and their know- 
ledge of current affairs.(') Rare are the people who remain 
under the delusion that the outbreak of German savagery 
under the swastika was entirely or mainly due to legitimate 
grievances under the Treaty of Versailles. These, indeed, at 
any time between 1919 and 1939 could have been redressed by 
conference or negotiation. But Hitler, like Holstein and von 
Tirpitz before him, always regarded constructive compromise 
as surrender and co-operation as vassalage. Caesarism, 
invariably and by its very essence, hardens into an uncom- 
promising negation. 

It is a fair generalization to say that Frenchmen tended 
to take their stand on Reparations as an ethical issue. They saw 
only that their beloved country had suffered grievous devasta- 
tion at German hands. And if as a result of the War Europe, 
as a whole, would inevitably be starved for a time of desirable 
goods and the means of producing them, the Frenchman was 
content to pose the simple question : “* Who is to suffer these 


(‘) That horizons were widening not only geographically but alsointellectually we may 
safely assert. Thus in the United States during the present century several men and 
women of great intellectual gifts have been engaged on problems of much importance in the 
field of original historical research. H. A. L. Fisher once remarked to me that they had 
jee | a if, indeed, they had not surpassed, the severe and polished standards 
ol Paris. -P. 
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shortages, Germany or we?” If at this juncture Englishmen, 
and Keynes among them, should question the wisdom of 
despoiling Germany, that was bound to appear to their French 
Allies as a denial of France’s clear moral rights and as misplaced 
tenderness towards the enemy. “‘ Who is to go without ” they 
asked, “* ourselves or the enemy who destroyed?” And the 
tendency to agree to favour the Germans on this aspect, which 
they thought they discerned in the attitude of Keynes and other 
critics, may very likely have made them less willing to listen 
to counsels of moderation when the mechanical questions 
of assessment and transfer came under review. 

But in fact, the question of War pensions apart, it was not 
the moral case for Reparations but the expediency of exacting 
them on the grand scale on the very morrow of the War 
that was questioned by Keynes; for on a dispassionate view 
it must be evident that substantial Reparations could not be 
paid out of capital, but only out of Germany’s current 
production over a long period. And transfer was to take place 
through the normal mechanism of exchange, and not through 
some gigantic apparatus of totalitarian payment in kind, which 
it is safe to say no one—least of all the French—had then 
thought of ; the amount to be transferred had to be related to 
the possibilities of the development of a German export surplus. 
There was no analogy with the indemnity imposed upon 
France in 1871, since that had been paid out of France’s 
gold reserve and foreign investments. Germany in 1919 had no 
such investments to speak of. It is well to remember that over 
and over again, in peacetime, countries have defaulted on their 
foreign debt service mainly owing to the difficulties of the 
transfer problem. - 


We shall gain a truer insight into French preoccupations 
if we bear in mind that their sense of realism has roots in bitter 
experience, often repeated. And at last the French nation in 
1940 was called upon to stand, albeit not alone, in the path of a 
full-grown Germany, twice as strong as France in population, 
three times as strong in maritime and industrial resources 
and in all the great staple commodities upon which national 
prosperity is founded. Disparities such as these had been a 
disturbing element all through the anxious years between 1919 
and 1939, when so many 

A dreadful quiet felt, and worser far 


Bari Than arms, a sullen interval of war.(’) 
(*) Dryden: Astrea Redux. — 
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Sir John Clapham, in his classic work on The Economic 
Development of France and Germany, 1815-1914, showed how 
Germany had advanced with giant strides towards the status 
of a mighty maritime and industrial nation, so that by 1914 
her trade was of enormous extent and her economic power out- 
stripped that of twentieth-century France as completely as 
France had overshadowed the disunited Germany of a century 
before. The reader will gain a far clearer, and a much quicker, 
conspectus of these revolutionary contrasts than can be given in 
continuous prose if he will glance at the comparative statistical 
data presented in tabular or graphic form on pages 17-20. 


IV 


A large part of The Carthaginian Peace, as of The Economic 
Consequences, is necessarily devoted to the Reparations problem. 
M. Mantoux not only assails on general grounds the central 
Keynesian thesis that reparations were pitched far beyond 
Germany’s conceivable capacity to pay. He subjects the 
specific reasoning and estimates on which that thesis was based 
to a critical examination and claims at many points to convict 
Keynes of the crudest and almost unforgiveable errors. 
It brings home vividly the tragedy of Keynes’ death that we 
shall never now know what reply Keynes himself might have 
made to these criticisms. Certainly, he would have put up an 
abler and more vigorous defence than any third party can 
attempt on his behalf. But with all humility we would suggest 
that his reply might have consisted of a typical Keynesian 
paradox. He would have been compelled, seemingly, to confess 
that much of the detailed argumentation which so profoundly 
impressed the economic world of 1919 often went in fact hope- 
lessly astray. Yet he might have claimed that the general thesis 
itself nevertheless holds good, or certainly stands unshaken by 
any of Mantoux’s more general criticisms. 

Two examples will suffice to show the skill with which 
Mantoux, in selecting telling incidents, claims to demolish 
Keynes’ famous estimates. 

(i) It will be recalled that Keynes poured scorn on the 
French assessment of war damage as “a fantastic exaggera- 
tion’’ and “‘ not less than two or three times the truth.” 
One typical figure of 75 milliard francs he pilloried as more 
than double the entire pre-war wealth of the inhabitants of 
the devastated areas, and he suggested that its French author 
“ may have found strict veracity inconsistent with the demands 
of patriotism.” In support of his own more modest figure 
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of £500 millions, Keynes cited the estimate of only 10 to 15 
milliard francs(') put forward by another French economist, 
M. Pupin. Mantoux shows, however, that this figure referred 
in any case only to damage up to the end of 1916, but, far 
more important, was expressed in pre-war francs and should 
therefore have been multiplied by Keynes 3} times to arrive 
at a franc figure of (post-war) reconstruction costs. At the 
1919 purchasing power of the franc, in other words, M. 
Pupin's figure of damage up to 1916 would have been 52 to 
70 milliards and therefore was quite consistent with the 
very estimate (of 75 milliards in all) which Keynes was attack- 
ing as fantastic! Indeed, in 1932, the French Ministry of 
Finance stated that actual reconstruction costs had reached at 
that time a total of 103 milliard francs, not so far short of the 
claim put forward by France at Versailles. 

(ii) A similar error in the choice of a unit of account seems 
to have been involved in Keynes’ estimate of the German 
national income, by which he sought to demonstrate the 
impossibility of exacting Reparations on anything like the scale 
demanded. For this purpose he computed Germany’s post-war 
income on the basis of Herr Helferrich’s pre-war estimates, 
arriving at a figure of around 35 milliard gold marks. This he 
converted into paper marks, on the basis of eight paper marks 
equals one gold mark, to give 279 milliard paper marks.(?) Butin 
translating this figure in turn into sterling, Keynes reckoned 
that twenty paper marks were equivalent to one gold mark. The 
result, of course, was to give a figure of real national income only 
40 per cent. as high as that implied in the calculation, or only 
about one-third of the actual German national income of 1913. 
“ It was with arithmetic of this calibre,’”’ comments Mantoux, 
*“ that the legend of a destitute Germany was engineered after 
1918.” Keynes is reported to have said that he “ could never 
remember telephone numbers, only their order of magnitude ”; 
Mantoux might have retorted that he did not always get the 
right exchange. 

To prove that Keynes’ arithmetic was at fault, however, is 
not in the least the same thing as to prove that Germany could 
in fact have satisfied the Reparations demands with ease. As 
everybody knows, Germany never did satisfy those demands. 
(*) £400 millions to £600 millions. 

(*) Giving a sterling equivalent of under £700 millions. 


—~ 
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The nominal Reparation payments fell far below those stipu- 
lated in the Treaty ; and in real terms no Reparations transfers 
were made at all, since the Reparations payments were far more 
than offset by the influx of foreign capital into Germany. In his 
Revision of the Treaty, published in 1922, and elsewhere Keynes 
has cited the actual German default as proof that his strictures 
on the Treaty were justified from the outset, and the lay public 
in the Anglo-Saxon world has gone even a stage further and 
accepted the German default as evidence of the futility of 
Reparations claims in general. Such reasoning is clearly based 
on the elementary fallacy of post hoc ergo propter hoc. The fact 
that Germany did not deliver coal, as Mantoux points out, is 
hardly in itself proof that she could not, and the same applies 
equally to Reparations as a whole. Indeed, it might be argued 
that Keynes was doubly precluded from appealing in his 
Revision of the Treaty to the logic of events as justifying his 
views of 1919, for the reason that Germany’s recovery after the 
War was both more rapid and more sweeping than Keynes had 
considered remotely possible in 1919. At that time, it had 
seemed inevitable that the destruction of German capital during 
the War and the loss of territories containing large sections of 
her heavy industries must entail a severe decline in production 
that would only be further aggravated by any attempt to levy 
Reparations. In reality, the German national income, in real 
terms, had already recovered by 1925 virtually to its pre-war 
level, and in the succeeding five years rose well above that 
level. (See Table on page 19.) 

From one point of view, however, the German recovery, 
far from standing as a refutation of Keynes’ more gloomy 
forecasts, actually entitles him to credit for very considerable 
prescience. In The Economic Consequences, Keynes expressly 
made the proviso that very substantial Reparations could 
eventually be paid if for a period of five or ten years the Allies 
were to nurse the trade and industry of Germany, “ supply 
her with large loans and with ample shipping, food and raw 
materials . . . for Germany is capable of very great produc- 
tivity.” When he wrote in 1919 it would have seemed 
incredible that the Allies should in the event have supplied 
Germany with large loans and have fostered her recovery. Yet 
that is surely precisely the effect of the large scale ‘helen 
investment in Germany in the post-war years; indeed, even 
before the enormous influx of capital which followed the 
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stabilization of the mark in 1924, Germany had profited to the 
tune of some £400 millions by sales of worthless paper marks 
to gullible foreign speculators. 

The basic fact, however, is that the Treaty never was carried 
out. 

And since Germany did not in the end pay Reparations, 
and could not therefore be ruined by Reparations, it was 
obviously illogical for Keynes to claim that the sorry history 
of default only justified in retrospect the soundness of his 
arguments. But it is surely crystal clear that M. Mantoux is 
equally precluded from appealing to the logic of events. 
M. Mantoux seeks to argue that Germany's comparative 
prosperity after 1919, in contrast with Keynes’ gloomy predic- 
tions, shows that Reparations could have been paid in full, 
The truth, surely, is that Germany recovered so rapidly 
precisely because the Reparations were not paid, and she was 
allowed to have a large import surplus in the critical reconstruc- 
tion years instead of the large export surplus contemplated 
in the Treaty to meet Reparations transfers. That Keynes’ 
gloomy forecasts were falsified by the realities, given that 
incredible turning of the tables, is hardly surprising ; but it 
throws no light whatever on the results that would have ensued 
had the Treaty been carried out as envisaged in 1919 both by 
its framers and by the author of The Economic Consequences. 

In short, since the Treaty was not in fact carried out what 
actually happened is irrelevant and supports neither party. 
That being so, one can only judge the issue by examining the 
general economic reasoning adduced by Keynes and by his 
critic. 

One imagines that Keynes would not have been over-much 
abashed by the demonstration that his calculations of the 
German national product (and therefore of Germany’s “ avail- 
able surplus ’’) were grotesquely low, because in his view it is 
quite fallacious in any event to assess a country’s capacity to 
make external payments by reference to its internal production. 
In the last resort, his disbelief in the possibility of swingeing 
Reparations was based far more on the stress he laid on the 
difficulty of transfer to foreigners. 

There is, of course, already a considerable literature on 
the so-called transfer problem, which remains one of the 
most controversial subjects in the whole of economics, and 
no more can be done here than to outline the nature of 
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Keynes’ contentions. Very briefly, he held that the possibility 
of large external transfers is limited by two resistances. In the 
first place, a large increase in exports involves drastic changes 
in the economic structure of the paying country ; in the second 
place, there is never an unlimited market in the receiving 
countries for the specific export goods produced by the paying 
country. Thus, he showed that a full half of Germany’s pre- 
war exports was made up of a mere five items—iron goods, 
machinery, coal, woollens, cottons—which Germany could not 
hope to sell abroad in vastly increased quantities. By curtailing 
her imports and increasing her exports, Germany might, of 
course, over a period have managed to improve her balance of 
payments to some extent, and, to that extent, have become able 
to pay Reparations. But Keynes thought it would be “ to put 
our guess as high as we can without being foolish ’’ to estimate 
this improvement at £100 millions a year. 

There is one important factor which goes far to support 
this cautious conclusion. The market for any particular type 
of export cannot be unlimited under the most favourable 
circumstances ; but if the recipient countries have no intention 
of accepting the paying country’s goods, if on the contrary they 
raise their tariffs and place other artificial obstacles in the way 
of such imports, then the transfer problem becomes simply 
insuperable. Yet there is no evidence that any of the countries 
demanding Reparations were in fact prepared passively to allow 
their markets to be flooded by German goods. On the contrary, 
M. Mantoux himself quotes a remark of Mr. Lloyd George, 
which must, of course, have been known to Keynes, that “‘ we 
do not mean to take their goods.”’ This reluctance to accept 
imports free of payments seems at first sight wholly misguided 
and contrary to the interests of the nation as a whole, though in 
extenuation it can be urged that a sudden increase in imports 
will inevitably cause some dislocation and—given the monetary 
ideas of the time—must have tended to reduce employment. 
Many politicians, in any event, were inclined to view the 
prospect of free imports with some suspicion, and Keynes was 
clearly justified in taking that attitude into account in forming 
his views. 

A formidable transfer problem, then, would certainly have 
been created by this widespread hostility to imports, and it may 
be that Keynes in elaborating his case said too little about this 
factor and correspondingly exaggerated the technical problem 
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of transfer under reasonably favourable conditions. It must be 
remembered, for example, that an increase in exports does not 
necessarily involve a physical transfer of labour into new 
employments at home, but may mean only selling abroad the 
same physical product formerly sold in the internal market. 
Again, it is somewhat dangerous to assume that exports must 
in future consist of the same types of product as in the past, 
especially after the upheaval of a world war. If the purchasing 
power is placed at their disposal, overseas buyers may very well 
discover all kinds of desirable goods that would not normally 
find their way to the export market. 

But while that must be conceded, it remains true that a 
transfer problem of some unknown degree of difficulty does 
always exist and cannot simply be brushed aside, as Mantoux 
seeks to do. He attempts to prove that the transfer problem 
was largely a product of Keynes’ imagination by quoting two 
types of example which are not really relevant. 

First he points out that sweeping changes in the direction 
of trade, involving substantial real transfers from one country 
to another, have in fact taken place on various occasions in the 

ast as the counterpart of international capital movements. 

his raises the question, however, of the causal relationship 
between decisions to lend abroad and the flow of exports. Did 
Great Britain, in the nineteenth century, export vast quantities 
of railway material because British savings were being lent 
abroad ? Or did she lend abroad on a large scale because there 
was a keen demand for British railway material in foreign 
countries that were not in a position to pay in cash? If one 
inclines to the latter view, as seems on the whole reasonable, 
the international capital movements of the nineteenth century 
have little bearing on the possibility of paying Reparations, 
where the decision that the transfer should be made comes first 
and markets for export goods have to be created afterwards. 

The second type of case which Mantoux instances as 
proving the possibility of large-scale transfers are the transfers 
made under the stress of war, notably the huge tribute levied 
by Germany on the occupied countr’es during the War and the 
enormous volume of goods and services sent abroad by the 
United States under Lend-Lease. That argument can surely 
be dismissed a priori and, indeed, might be held to prove the 
exact opposite of M. Mantoux’s conclusion. Raubwirtschaft or 
Mutual Aid can throw little light on the question of Reparations 
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and is, indeed, quite irrelevant since in neither case does the 
transfer have to take place through the normal financial 
mechanism. It is, in fact, precisely because the normal financial 
mechanism is suspended—because the goods do not have to be 
sold to buyers with limited means and highly varied preferences 
—that transfers on such a scale can take place at all. To a large 
extent, indeed, the tribute levied by Germany from the 
occupied countries was exacted in the form of services rendered 
to the occupying armies on the spot; and to render direct 
services is always far easier than to send goods abroad for sale 
in foreign markets. 

One cannot help feeling that M. Mantoux’s whole approach 
to the Reparations issue is coloured by our subsequent 
experience of controlled economies. He does in fact suggest that 

“‘ the methods by which a successful Reparation policy 
can be carried out should not call for any considerable 
exercise of imagination. . . . The success with which 
Germany recovered her war levies from the conquered 
peoples should have taught us a useful lesson in this 
respect. . . . We may, in short, devise some system of 
deliveries on the model (say) of the Lease-Lend 
programme, and under the concerted supervision of the 
United Nations, such as will tax Germany’s productive 
capacity for a certain number of years.” 

It is true that by keeping the German economy on a 
totalitarian footing, and by continuing for a long period the 
system of wartime controls over consumption and investment, 
it should in theory be possible to squeeze out Reparations on 
something like the scale of the German war effort itself. It 
might likewise have been possible to do this in 1919 if a 
totalitarian régime had been set up. All other considerations 
apart, however, it is an open question whether such a system 
of Wehrwirtschaft, which largely dispenses with the normal 
economic incentives and requires the backing of drastic 
sanctions, could in fact be successfully operated in a developed 
Western country under peacetime conditions and as a per- 
manent system of economic organization. What is certain 
is that nobody in 1919 ever envisaged the enforcement of 
Reparations by the use of totalitarian economics, which at 
that time were only just being applied for the first time in 
history to the new Soviet economy. 

Indeed, had the rulers of the Weimar Republic imposed 
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such a system of controls in a sincere effort to meet the 
Versailles claims for Reparations, this would have been greeted 
with horror by all the Allies as itself a betrayal of the ideals of 
liberty for which the War had been fought. It was universally 
taken for granted that Germany would restore a completely 
free economy, whose “ available surplus,” if any, would be 
determined by the free choice of the German people between 
consumption and saving, and from whence private capital 
would be at liberty to flee the country if conditions inside 
Germany should be such as to offer less profitable opportunities 
of investment than elsewhere. And, be it noted, this freedom of 
the individual to send his capital abroad, which nobody thought 
of impugning, would alone have been sufficient to rule out any 
resort to controls of the wartime pattern. 

Those who clamoured for astronomic Reparations, in fact, 
were quite blatantly willing the end without willing the means. 
They were prepared neither to enforce on Germany the 
methods by which alone the necessary “ surplus ’’ could be 
engendered (namely the perpetuation of war economics which 
in peacetime only a Dictator could have enforced) nor to 
open their markets to German goods and so permit Germany 
to pay Reparations in the only feasible manner. 

Mantoux himself, indeed, seeks to refute Keynes’ criticisms 
of the Treaty as unduly harsh by showing that it was in fact 
fundamentally humane and liberal. By modern standards 
that was possibly the case. But in proving that even the 
politicians whom Keynes assailed had no thought of destroy- 
ing the basic liberties of the German citizen, nor of permanently 
crippling the German economy, M. Mantoux proves unwit- 
tingly that Keynes himself was not, as some might conclude 
from his strictures, an isolated “ pro-German”’ unfairly 
slandering sincere patriots bent on a stern but just peace. 
What divided Keynes from the politicians was not that he 
looked on the Germans with any especial fondness. It was 
that he alone took a realistic, and therefore a cautious, view of 
the limit to Reparations in the liberal world of free economies 
which he and they alike in 1919 took for granted as the only 
conceivable type of economic organization. 

The hardest of all feats is to see what is before our eyes, 
and it is precisely here that Mantoux goes most woefully 
astray in his analytical powers. Mantoux assumes that the 
German manufactures, if deprived of one market, can readily 
find a substitute market in some foreign country. Unfortunately 
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for this contention, many foreign countries simply did not 
want to buy the kind of goods Germany could export. 
Mantoux’s line of argument is based on the fundamental 
fallacy that one market can be exchanged for another like 
any mass-produced commodity. One market cannot be 
made to step into the shoes of another market because they 
do not fit. Keynes in effect said: “If you carry out the 
Treaty Germany will not be able to pay Reparations on the 
scale envisaged.”’ Mantoux’s retort is surely irrelevant. ‘ But 
look,” he would urge, “‘ at what she actually did produce 
between 1919 and 1939, especially under the régime of Hitler 
and Schacht, a global amount which both in value and volume 
overtopped the ceiling which Keynes in 1919 proclaimed urbi 
et orbi was astronomical and impossible.” 

On the Reparations issue, therefore, Mantoux must be 
held not to have proved his case. He may give us reason to ask 
whether in fact the difficulties of transfer were not exaggerated 
and whether, with goodwill all round, a greater transfer than 
Keynes thought possible could not have been arranged. But 
when he attempts to show that the full totals at one time 
claimed could in fact have been transferred without an entirely 
new mechanism of transfer, he fails to prove his case. It is no 
good for him to point to what was transferred to Germany by 
the occupied countries. This is to read history in reverse and 
to attribute to a past age a knowledge of techniques which did 
not then exist and a will to carry them out the existence of 
which at that time is, to say the least, very questionable. 

On the other question which agitated Keynes’ mind, 
i.e., the probable effect on Germany of the economic clauses of 
the Treaty other than Reparations, the arguments of Mantoux are 
much more convincing. Indeed, he does not have much difficulty 
in establishing that the various curtailments of frontiers and 
transfers of rights of exploitation, which in Keynes’ judgement 
were likely to make the payment of Reparations impossible 
and reduce the German standard of living in a catastrophic 
manner, in fact had no such influence. In these issues we may 
well agree that for the time being Keynes’ heart was stronger 
than his head ; and that, in his concern to vindicate the great 
principles of human solidarity and to show magnanimity to a 
fallen foe, he let his apprehensions run away with him and did 
less than justice to measures which men, as compassionate as 
he but more skilled in insight into the political issues involved, 
judged to be both expedient and just. 
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It was not with Keynesism in general, but with Keynes’ 
attitude towards the Treaty of Versailles, that Mantoux was 
primarily concerned and disturbed. Few persons had a more 
disarming modesty than this brave and enthusiastic young 
Frenchman, whose character and abilities, by all accounts, 
were such as to make his death one of the intellectual disasters 
of the War. Professor Lionel Robbins, under whom he studied 
in London, pays warm tribute to these qualities. 

I have had pupils who showed greater originality 
in matters of technique, he writes, but I have never had 
any who showed comparable all round grasp of the 
major economic and political problems of the day. He 
exhibited in the highest degree the best characteristics of 
the French intellectual tradition: clarity, sense of 
proportion, candour, and relentless integrity. To these 
were joined personal qualities no less impressive ; he 
was a brilliant talker, a sympathetic and vivacious 
companion, a spirit deeply sensitive to poetry and the 
arts. As I read these pages into which—under iron 
restraint—he put so much of the pent-up suffering and 
disillusion of participation in defeat and exile, I feel 
that not the least distressing aspect of the tragedies of 
which they remind us is that he and his great antagonist 
can now never become better acquainted. His swift 
intuitions and fine play of fancy would have commanded 
a ready response from the older man, always at his most 
generous and sympathetic with the talented young. And, 
in close proximity, Etienne would have come to realize, 
much more than he admits in his preface, that even in 
intellectual error—from which certainly he was not 
immune—there was that in Maynard Keynes which 
made him, for our generation, the conspicuous and 
quintessential symbol of the aims which in fact they 
shared. “‘ Sunt lacrime rerum.” 

Once a controversy always a controversy, and at the back of 
this one lies the age-long problem of how to solve the inter- 
action of jus and imperium. Till the end of the chapter doctors 
will disagree and the great debate between two schools of 
thought will continue as long as human nature remains 
unchanged. The genius of Keynes has not estopped the critics, 
but then neither have the critics estopped the readers 
of Keynes. 


ALWYN PARKER. 
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(i) Net tonnage for years prior to 1890. Gross tonnage thereafter. 
(ii) Vessels under 100 gross tons not counted. 


Sources: Mulhall’s Dictionary of Statistics ; Statistical Abstract of Foreign Countries 
Cmd. 1634, (1877), Cmd. 4272, (1885) ; Lloyds Register. 
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TABLE I INTERNATIONAL TRADE. 
In Manufactured Articles. 


Annual average values in £ Millions. 





1881-85 1886-90 1891-95 1896-1900 1901-05 1906-10 1911-15 

4 : se Se a — ——— 
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- | | 


Germany ..] 28 | 95 | 29 | 104 | 28 | 102 | 34 | 129] 38 164] 55 | 228 | 66 | 304 





| | | 


France «| 32 | 77 28| 79 28' 79 31| 89] 37 107 | 54 139 73 | 
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Source: “ Industrialization and Foreign Trade "—League of Nations (1945). 








TABLE IV MANUFACTURES. 

Indices of Manufacturing Activity. 
1870 =100. 

| ssi | 1891- - | 1901- | | 1911- 

pro | aan | | MR | ee a | | Mh 
Whole World ..| 100 | 138 | 156 | 189 | 218 275 343 410 | 484 
Germany .. ..| 100 | 134 | 164 | 205 | 246 346 422 | 496 | 598 
France .. «+ | 100 | 122 | 130 | 139 | 158 188 | 201 | 254 | 305 





Derived from: “ Industrialization and Foreign Trade "—League of Nations (1945), 
and for the earlier period clearly no more than a rough assessment of the position. 


TABLE V MANUFACTURES. 
Percentage Share of World’s Production. 





1870 | 1881-85 |1896-1900/ 1906-10 | 1913 


Germany .. .. .. 13.2 | 13.9 16.6 15.9 15.7 


France < t es | 10.3 8.6 7.1 | 64 | 6.4 
| | L | 





Source: “ Industrialization and Foreign Trade ""—League of Nations (1945). 
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Economic Prospects 
By Lionel Robbins 


N the autumn of 1945, with the end of the War and the 
[:onseauenial winding up of Lend-Lease, economic policy 

in this country was confronted with two major problems. 
On the one hand, it had to find means of financing our day to 
day requirements of food and materials. On the other, it had 
to redirect internal arrangements so as to ensure as rapid an 
adaptation as possible to the new tasks of the peace economy, 
the restoration of consumption and the making good of War 
damage and War arrears. It is still early days to judge the 
ultimate success of the policies which have been adopted to 
meet these problems. But it may be useful nevertheless to take 
stock a little to see what progress has been made and what 
difficulties lie ahead. 


I 


EXPORTS AND THE BALANCE OF PAYMENTS 


So far as the external problem is concerned, there is at 
least one sector on which most gratifying advances have been 
made. The increase in the volume of exports has greatly 
surpassed expectations. Considerable progress has already 
been made towards the attainment of the target of a 75 per cent. 
increase. Although there are many snags and obstacles ahead, 
the continued increase in recent months in the volume of labour 
employed in the export industries gives reason to suppose that, 
were there to be a sufficiency of coal and raw materials—a 
critical proviso—gocd progress might continue to be made. 
This is no inconsiderable achievement. While there may be 
reasons for doubting the continuance of these favourable 
conditions, we should not withhold credit from those who, 
despite continuous popular clamour for a relaxation of austerity 
at home, have consistently maintained the diversion of supplies 
to export. For nothing can be more certain than that, if, 
within a very short period, we do not succeed in balancing our 
external accounts, we shall be involved in economic difficulties 
perhaps even greater than those which beset us in the worst 
period of the War; and things other than the standard of life, 
our military and diplomatic power in the world and all that 
that implies, would suffer very heavily in the process. 
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At the same time, while the export drive develops, the 
current deficiency in the balance of payments is covered by the 
American and Canadian loans. Much as has been said against the 
agreements which made these possible, no other practical plan 
for bridging the gap has been brought to the notice of the public. 
The critics who urged that we could meet the situation by 
assistance from elsewhere have failed to reveal the sources they 
had in mind ; and the gradual realization of the magnitude of 
our external disequilibrium has done much to discredit their 
point of view. Meanwhile, debates in Congress have perhaps 
gone some way to dispose of the view that the bargaining was 
all on one side, always a somewhat comic version of the 
proceedings to those who ever knew Lord Keynes in argument. 


But while, for the time being, we are thus in a position 
to meet our bills, we should be living in a complete fool’s 
paradise if we thought that the situation was in any way 
satisfactory. The solid criticism of the loan agreement was not 
that the loan was too large, but that there was danger that it 
might prove too small. The march of events since it was 
concluded has done much to justify such fears. The exact 
figures of our current position, our present and probable 
future resources in hard currencies, have not been vouchsafed 
to us. But there can be little doubt that, notwithstanding the 
loan, our dollars are going to be very short and that we shall 
need all the effort we can muster, all the luck that we can hope 
for, if we are to get into equilibrium before our reserves have 
run out. 


Several adverse factors are responsible for this position. 
The rise in commodity prices diminishes the purchasing power 
of our dollars. Our external commitments are heavy. The 
German position, in particular, is a running drain on our 
scanty resources; we are using our precious reserves not 
merely on our own account but on Germany’s. If it had been 
deliberately resolved anywhere to take measures which would 
involve the maximum difficulty to this country and confront 
us with the risk, either of financial crisis or of the curtailment of 
our area of influence, the situation which involves the 
continuation of uncertainty and unbalance in Germany could 
hardly have been better contrived. 


These things are well-known. There is, however, another 
danger which perhaps is less apparent. We make no contribu- 
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tion to the solution of this problem if we sell our exports on 
credit or if they are paid for by drafts on existing sterling 
balances. When the balance of payments is adverse, only sales 
against hard cash bring advantage. To sell on credit or against 
inconvertible currency for which we have no use, or against our 
own past debts, is simply to fritter away our export drive in 
ways which bring no direct benefit. We are, in effect, 
handing over to others the benefits of the loan which we our- 
selves need so desperately. How far this is happening to-day 
it is not possible to say precisely. But it is clear from the trade 
statistics that a substantial proportion of our exports is going 
to countries with which our balance of payments is favourable ; 
and it is by no means obvious that all the payment is likely to 
be in terms of money which is freely convertible and that none 
of it is merely the cancellation of past debt. 

There is no easy remedy for this. The direction of exports 
to special areas is easier to talk about than to put into practice. 
It would be reassuring to learn that effective steps were being 
taken to prevent past sterling balances being used to pay for 
present exports ; the Argentinian settlement involved a degree 
of open-handedness with our scarce hard currencies which, 
whatever may have been the justification in this special instance, 
would be highly dangerous if generalized. We must hope that 
the imprudence of lending or repaying past debts when we are 
still in external disequilibrium is constantly in the minds of 
those in authority. For the rest, we can only work hard, safe- 
guard the policy of the export drive from the various perils 
which beset it, and trust that the new apparatus of international 
finance which has been so laboriously brought into being since 
Bretton Woods will soon begin to make available a general 
flow of lending to temporarily impoverished areas. A series 
of untied loans to the countries with which we have a favourable 
current account would lend powerful aid to our position. 

Beyond all this, however, there are further rocks to be 
negotiated. We cannot hope for an indefinite prolongation of 
the present vacuum in the international market for exports. 
Whatever the likelihood of an immediate setback, I see no 
reason to expect prolonged depression in America. Public 
opinion in this country is still so obsessed with the recollection 
of what happened in the inter-war years that it has failed to 
realize that public opinion in the United States may also be 
depression-conscious. If there does occur a setback in the 
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United States, whatever party is in power I should expect 
massive action to be taken to put it right. But we cannot hope 
forever to have the market to ourselves; and, if nothing has 
been done in the meantime, there will certainly come a day 
when other countries are exporting too and when the obstacles 
to world trade which have accumulated in the last twenty years, 
will be a limitation on our further expansion. If this should be 
the case, then, even if we achieve our export target for the time 
being, we may find it difficult to maintain later on. 


The remedy for this, I should have thought, was 
sufficiently plain. There is no way out by attempting to create 
a closed bloc against the United States. We have neither the 
means to make it acceptable nor the resources to carry on while 
it is in the process of formation. Moreover, if it were a question 
of creating closed blocs, it is not to be believed that the United 
States, with her almost limitless capacity to lend and to 
subsidize, would remain quiescent ; and it is not pleasant to 
think of the damage to the political equilibrium of the world 
which might follow from such economic warfare. The men 
who have urged this course have given bad advice, discreditable 
to their understanding and dangerous to our future well-being. 
Surely, the clear path of self-interest and commonsense is to 
go forward with the policy which the present government has 
so wisely adopted: namely, to attempt by international 
agreement to secure the acceptance of an international code 
of good behaviour which, while it provides exceptional escape 
clauses for those who, like ourselves, are in grave disequilibrium, 
provides at the same time for a general clearance which will 
make possible the emergence of a larger volume of world trade 
in the future. We need an apparatus which will permit to 
distressed areas the adoption of extraordinary safeguards, 
subject to rules which preclude their adoption by countries 
who do not need them. We need the formation of a club open 
to all who are willing to accept its obligations, which will 
| ae agen to each of its members the enjoyment of clearances 

ely negotiated in return for equivalent concessions. It is a 
reflection of the extent to which for the time being we have lost 
our sense of proportion that such a policy should be continually 
subject to denigration and belittlement. Far from being a 
hindrance to our recovery, it is, in fact, the main hope of our 
regaining once more some sort of long-period equilibrium. 
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II 


MAN-PoOWER AND INFLATION 


When we turn to internal arrangements the picture is no 
less variegated. From some points of view the speed and extent 
of re-conversion have been quite as much as could reasonably 
have been wished. There has been extensive demobilization. 
In spite of some initial tardiness, the cancellation of Government 
contracts and the reduction of the labour force engaged in 
production of weapons have gone very far. There are still 

rievous shortages. But the increase in numbers working 
or the home market is considerable. And all this complicated 
readjustment has been accompanied by much less unemployment 
than occurred last time. 

Nevertheless, we are still a long way from attaining the 
volume of production which is necessary if the many objectives 
which we have set ourselves for the next few years, are to be 
satisfactorily achieved. There is a serious over-all shortage of 
man-power. We have to maintain nearly a million more men 
under arms than was the case before the War; we need more 
than half a million more in the export industries. These are 
heavy deductions from our labour potential. We may expect 
unemployment to be considerably less than in pre-war years. 
We may reduce the production of weapons and naval and 
military stores to the bare minimum consistent with safety. 
Even so, a home market labour force equal to that of mid-1939 
must probably be the limit of our expectations. 

Such a position is not satisfactory. Given the multiplicity 
of things which we have to do, a home market labour force 
equivalent to that of 1939 is not enough. We project to carry 
out an enormous housing programme. We have to make up 
vast arrears of capital replacement and development. We are 
planning extensive schemes of social improvement. We hope to 
maintain a higher standard of consumption for the working 
population as a whole. It is difficult to believe that productivity 
per head has increased to an extent which would make it at all 
probable that pre-war numbers in the home market would be 
adequate to carry all this. We shall have to re-examine very 
carefully both our foreign commitments and our domestic 
plans. We shall have to bend all our efforts to increase 
productivity. But when all this has been done, I suspect that, 
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for years to come, the potential demand for labour will still be 
greatly in excess of the supply. 

This raises the question of inflation, notoriously a tricky 
subject to get into proper perspective. In my judgement, exag- 

erated stress has been laid upon the danger of inflation arising 

rom an excessive volume of spending. No doubt there are large 
quantities of more or less liquid funds which, in certain cir- 
cumstances, might be rushed on the market. But in order that 
inflation may come this way, the funds must not only exist, they 
must also be spent ; and, so far at any rate, the volume of spend- 
ing does not show signs of this kind of inflationary increase. 
But Government expenditure, though still great, is falling very 
rapidly. Imports against the American and Canadian loans 
have an anti-inflationary influence. And, although there must 
be in existence projects of public and private development far 
exceeding in their potential demand the amount of saving 
likely to be forthcoming at current levels of income, yet I see 
no reason to suppose that there are not available means for 
restraining these within the appropriate limits. It is true that, 
with the virtual abandonment of labour regulation, the 
mechanism of control has been greatly weakened. But the 
Government has it in its own hands to regulate the volume of 
public investment; and there are still all sorts of ways of 
restraining private investment should it threaten to get out of 
hand. In the absence of quantitative information showing how 
national income and expenditure have been developing in the 
last twelve months, it is very difficult to speak with certainty in 
this matter. It is unquestionable that the position is still one of 
great difficulty, requiring great vigilance and prudence on the 
part of those responsible. But to speak as if the problem of 
controlling this kind of inflation is as great now as it was 
during the War years seems to me radically to misconceive the 
Situation. 

There is, however, another kind of inflation, the danger 
from which is much more immediate and real. I refer to 
inflation on the side of costs. During the War, asa result of the 
stabilization policy and the great restraint which was exercised 
by the Trade Unions, the inflation of wages was kept within 
very reasonable bounds. By mid-1945, while the cost of living 
had risen 30 per cent., the index of wage rates had risen 45 per 
cent.—an excess, it is true, but surely, in the circumstances, a 
very moderate one. Since mid-1945, however, the position has 
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once more become fluid. The index of wages has risen about 
another 20 points. Whatever may have been happening to 
productivity in recent years—and, despite much loose talk, we 
are still very much in the dark about this—it is virtually 
certain that it cannot have increased in this measure. We 
are, therefore, confronted with unmistakable symptoms of 
some degree of wage inflation. 

This process is likely to continue. It is only to be expected 
that, with the cessation of hostilities and the disappearance 
of the sense of social solidarity which prevailed during the 
War, the Trade Unions should seek to exploit the condition 
of the market. But, apart from this, there is inherent in 
our present situation a certain tendency to  readjust- 
ment by wage inflation. For the relativities of War-time wage 
rates are inappropriate to the new situation. Rates in the 
industries which were contracted, now prove insufficient to 
attract a sufficient reflux of labour. Such a situation might, 
indeed, be corrected by reductions in the more expanded 
industries. But, in present circumstances, this is wildly 
improbable. It is much more likely that the disequilibrium will 
eventually be corrected by further rises where labour is still 
exceptionally short. This means a further advance in the 
general index. I should be surprised if we were to get into any 
kind of equilibrium with an index of wage rates much under 
75 per cent. above pre-war. 

Such a rise, although small compared with what has taken 
pe in many other countries after great Wars, must involve 
urther complications, both external and internal. On the 
external side, in the absence of similar rises elsewhere, it must 
impair our relative position in export markets. At the same 
time, it increases the potential demand for imports. On the 
internal side, since it raises costs, it must further eventually 
affect the general level of prices: it is obvious that a rise of 
this magnitude cannot be financed by a mere re-distribution of 
the proceeds of sales. This means, in turn, a further shrinkage 
in the value of savings and fixed incomes. This cannot be a 
matter of indifference in a society in which so great a volume of 
new Saving is provided by small savers. We could not hope for a 
continuance of our present comparative sobriety of spending 
habits were there serious apprehension concerning the stability 
of the future value of money. 

There is a further problem arising from this change which 
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is likely to be an occasion of some anxiety in the future. As 
suggested above, with the rise in costs, prices in general will 
rise; the technique of price fixing, which can deal with 
tendencies to increase due to increased spending, is powerless 
against large increases in costs. This means that the prices 
which are held constant by means of subsidies will become 
more and more out of relation with the rest of the economic 
structure. This, in itself, has implications for the budget which 
are very worrying. But it has consequences, which are quite as 
far reaching, in the sphere of consumption. To maintain a set 
of prices so far below what is the equilibrium level elsewhere is 
bound to perpetuate, in that sector, the disequilibrium between 
demand and supply which is the fundamental occasion of shop 
shortages. At the present time, consumption control is un- 
avoidable. To urge its abandonment here and now is to fail ina 
very obvious way to perceive the realities of our very difficult 
situation. But the prospect of the continuation of consumer 
rationing for an indefinite period is not one which can be faced 
with equanimity ; and the perpetuation of policies which would 
make this prospect probable would be a very grave responsibility. 
Yet the way out is not easy. For, with a large group of wage 
rates linked automatically to the cost of living, any modification 
of the present stabilization policy which was not brought about 
by agreement with the unions, might easily carry with it 
consequences exactly the reverse of what was wished. 


III 
THE IMPLICATIONS OF CoAL SHORTAGE 


These problems, the man-power shortage, the wage 
inflation, the cost of living subsidies, are gradually becoming 
known ; and we may perhaps hope that in due course, as 
public discussion proceeds, appropriate measures may be 
devised to deal with them. here is, however, another 
problem about which public opinion is not yet nearly as 
alarmed as it should be. I refer to the shortage of coal. It 
is not going too far to say that the whole future of our recon- 
struction hangs upon it. 

The main facts of the coal position are well-known ; it is 
their implications which are not sufficiently appreciated. We 
all know that, owing partly to a decline in the labour force, 
partly to a decline of productivity per head, our coal production, 
which, before the War, afforded a substantial surplus for export, 
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now barely covers the needs of internal consumption. We all 
know that it is something of a toss-up, depending mainly on the 
weather, whether we get through this winter without the 
emergence of a gap between internal supply and demand, 
involving inconvenience to consumers, and reduction of 
industrial activity on a very considerable scale. Mr. Horner, 
who as general secretary of the National Union of Mine- 
workers ought to be well informed, has suggested that as 
many as a million men might be thrown out of work, 

These facts have been emphasized again and again in 
recent months. What has not been emphasized sufficiently, 
however, are the implications of such a check at this par- 
ticular stage in our re-conversion. If it were a mere matter 
of yet another winter of inconvenience to consumers and 
some slowing down of a rate of recovery which was only 
important for internal reasons, the comparative complacency 
of the public in this respect could at least be understood, if it 
were not shared. But, of course, much more than this is 
involved. The shortage of coal sets limits to the increase 
of exports. Unless, indeed, there is an expansion in coal 
production, it is difficult to see how our export drive can 
achieve anything like its target. And in the present shortage of 
foreign exchange, any slowing down now may be quite dis- 
astrous. There will be no room for complacency if our dollars 
run short before our balance of payments is in equilibrium. 

But this is not all. The fact that we have no coal for 
export should itself be a matter of grave concern. Our external 
income is much less than it should be because of our lack of 
coal exports. If we were exporting now at the 1938 volume 
we could be earning perhaps another £ 100,000,000 in the shape 
of foreign exchange. How odd it must seem to those foreigners 
to whom we complain so frequently of the unbalance of our 
external position, that just at the moment when, more urgently 
than ever in our history, we need to increase our external 
earnings, we should apparently calmly write off the prospects 
of ever exporting coal in the future. Nor is it only a matter 
of external earnings in general. Our capacity to procure 
materials from abroad, essential both to internal re-construction 
and the export drive, is impaired by our inability to provide 
coal exports. The housing programme is likely to be held up 
for lack of timber. Our engineering and motor exports are 
likely to be held up for lack of steel. If we were exporting 
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coal to Sweden and to France these difficulties could be 
surmounted, They can only be surmounted otherwise by 
further cuts in other production. 

On top of all this, there are diplomatic consequences 
scarcely less important. In the past, our standing in the world 
has depended not nearly so much on our man-power and our 
weapons as on our general economic strength. It is clear 
that we can no longer support our position by the power to 
make loans. It is doubly unfortunate that at just such a moment 
we are unable to provide even coal. Large parts of the economy 
of Europe are paralyzed for lack of British coal. How many 
of our negotiations in the last two years would have had a 
different outcome if, at the critical moment, we had been in a 
position to offer coal to clinch our side of the bargain. The 
whole basis of our economic and political position in the outside 
world is threatened by an inadequate output of coal. 

We must not deceive ourselves by supposing that these 
difficulties are likely to be transitory. Mr. Shinwell, anxiously 
scrutinizing the figures of productivity from week to week, 
may occasionally see a gleam of light as regards the prospect of 
getting through till next summer. But when he allows his gaze 
to range beyond this narrow stretch of time, his eye must light 
on prospects which are even less inviting. Man-power in 
the industry is tending to decline; and even if productivity 
per head continues to improve, it is difficult to believe that the 
prospect in the winter of 1947-48 will be any better than the 
prospect for this winter. Indeed, on the imperfect information 
available, there seems reason to suppose that it may very easily 
be considerably worse. Whatever may be the roseate vistas 
of five or ten years hence, when reorganization of the coal 
mines may have produced considerable increases in pro- 
ductivity, the intervening landscape is black. When, therefore, 
we are asked to dwell upon distant improvement, we should 
remind ourselves that by that time we may, so to speak, be dead. 

Is there then no solution to this problem ? 

There seems little hope from the policies which are being 
ursued at present. It is really no use expecting salvation 
rom just preaching at the mining community. Indeed, some 

of us must surely feel that there is something humiliating in 
the spectacle of responsible ministers staking so much on 
appeals to the miners to be rather more virtuous than the rest 
of the community. Even if in this way they produce some 
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improvement in output per head, they do little or nothing to 
solve the problem of declining man-power, still less to bring 
about such an improvement of total production as would permit 
once more the resumption of export in a large way. It is not 
wise to stake the future of a great country on a policy of mere 
exhortation. 

In present circumstances I see no real solution save by 
way of the employment of foreign labour. An extra 100,000 
men in the coal mines would entirely change the position. 
Our domestic re-conversion could go forward unimpeded. 
Our export drive could develop to the extent deemed desir- 
able. Our external earnings would receive a valuable reinforce- 
ment from the availability of coal for export. The economy 
of Europe would be strengthened and sustained by supplies of 
British coal. It is no use saying that there are insurmountable 

hysical or administrative obstacles here. Other nations succeed 
in recruiting foreign labour in circumstances not more serious 
than ours; and although doubtless there would be severe 
problems involved in fitting the new recruits into the existing 
organization, we solved many problems just as severe as this 
during the War, when we knew we had to solve them or go 
under. Whatever may be the facts concerning the avail- 
ability of Polish labour in this country, is it not absolutely 
certain that if, in British consular offices in appropriate parts of 
continental Europe and in the camps of displaced persons, there 
were displayed notices promising British wages and British 
rations for recruits for the British coal mines, the only difficulty 
would be in arranging means of transport? If the French can 
recruit upwards of a million foreign labourers for help in their 
reconstruction, it is futile to argue that we, with our whole 
future at stake, cannot somehow recruit 100,000. 

But what of the psychological obstacles? The opponents 
of this policy, if they succeed in emancipating themselves 
from childish xenophobia or from plain ignorance of the gravity 
of the situation, stress chiefly the recalcitrance of the miners. 
What will it profit you, they say, if you employ an extra 100,000 
foreigners in the coal mines and the native labour force is on 
strike ? The difficulty is a real one. But it is not an occasion 
for sitting down and doing nothing about it, or for mere 
hole-and-corner consultations. Great Britain is still a country 
where, in the last analysis, industrial policy is swayed by public 
opinion. If the public were fully informed of the extent of our 
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danger, it is very difficult to believe that the miners would 
continue to be recalcitrant. It is one thing for them to resent 
public criticism of the decline in productivity—as I have said 
above, I have considerable sympathy with their annoyance at 
always being lectured ; it is another thing for them to resist 
external recruitment. It is one thing for them to say, “ We 
are as entitled as anyone else to take out more of our earnings 
in leisure ” ; it is quite another thing for them to say, “‘ Though 
we cannot produce enough coal, no one else shall.”’ It is very 
difficult to believe that, if the facts were fairly and calmly 
presented to the public by responsible ministers, they would 
continue to maintain this attitude. 

The coal shortage dominates everything. There has been 
no threat to our economic position comparable to this danger 
since the worst days of the U-boats. If we surmount it, and 
if we keep clear heads and strong hearts, we have a 
fair chance of getting through the other difficulties of the 
transition. It we do not, we shall assuredly run into a colossal 
disaster. It is no exaggeration to say that the presence or 
absence of an extra 100,000 men in the coal mines may make 
the difference between our continued existence as a great power, 
with reasonable prospects of economic progress, and a lapse 
into a position of impotence and economic chaos. This is a 
matter which cuts right across party politics. I know no reason 
to suppose that any other government than this would have 
found the employment of foreign labour a more palatable 
expedient. The introduction en bloc into one of our basic 
industries of a large number of foreigners of uncertain habits 
and uncertain capacity for assimilation is not likely to be 
generally attractive. It is an expedient which can only be 
recommended after much reflection and careful examination 
of the possible alternatives. Nevertheless, I am convinced 
that it is an expedient which must be adopted if we are to 

et through ; the risks of not adopting it are too great. 
t is doubtful whether anything can be done to avert the 
difficulties that may arise this winter. But speedy action might 
at least avert the even worse dangers which otherwise will 
confront us later on. 
LIONEL ROBBINS. 


THE Lonpon ScHooL oF ECONOMICS. 
December, 1946. 
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Reconstruction in the Low Countries 
By Paul Bareau 


ELGIUM and the Netherlands make an appropriate 
Bautiec for joint study in post-war economic recon- 

struction. There is sufficient basic uniformity in the 
economic and social conditions of both countries and sufficient 
similarity in their war-time experience to bring the contrasts 
of their post-war reconstruction into clear focus and lend them 
special significance. 

This fundamental unity has many facets. In their long 
history the two countries have often formed part of the same 
political unit. The frontier between them is wholly artificial ; 
it divides the Flemings of Northern Belgium and the Dutch 
who are ethnically the same people, speaking different patois 
of the same language, and, in the contiguous territories, 
practising the same religion. Economically both countries 
are part of one entity; their harbours and communications 
serve the same hinterland, the industrial basin of Western 
Europe. Unlike their experience in World War I when the 
Netherlands were left outside the wave of German invasion, 
both countries were occupied in World War II, though it 
should be noted that the Netherlands, under a German civilian 
administration, was treated with greater severity than Belgium 
under German military government. In each country the 
broad character of post-war economic policy has conformed 
to a similar pattern. In each there has been an energetic 
attack on the currency chaos left as a legacy of enemy occupa- 
tion, and the monetary purges that have been carried through 
in both countries are among the few examples of real bravery 
in post-war monetary history. 

But the contrasts between the experience of the two 
countries are equally significant. The most important is in 
the scale of physical destruction caused during the liberation 
campaigns. Belgium was liberated in a matter of days. Apart 
from some long-range bombardment of Antwerp and Liege 
and the local havoc caused by the German counter-offensive 
of Christmas, 1944, in the Ardennes, the country escaped with 
its industrial equipment almost unscathed. But the Nether- 
lands became a battle-ground which saw some of the bitterest 
fighting of 1944 and 1945. Dykes were breached, fertile areas 
inundated by the sea, and the population behind the fighting 
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lines slowly reduced to starvation. In judging the subsequent 
pace and character of reconstruction in each country, full 
allowance must be made for this contrast. Nor should one 
ignore the differences in the monetary history and traditions 
of the two countries. Both suffered from inflation during the 
German occupation ; but whereas in the Netherlands this was 
an unprecedented experience, the product of wholly abnormal 
circumstances over which the Dutch authorities had no control, 
in Belgium the inflation awakened certain echoes—albeit 
distant ones—of experiences undergone after the war of 
1914-18. The unquestioned implicit trust in the guilder is 
based on a currency experience, the like of which cannot 
altogether be claimed by Belgium. This may help to explain 
certain differences in the response to issues of Government 
securities and other appeals for the savings of the population 
in these two countries. 

The economic experience of the two countries during the 
German occupation follows the pattern that became all too 
familiar in Europe between 1940 and 1945. The expenditure 
of the Government was swollen by occupation costs to a point 
at which recourse to inflationary borrowing from the central 
banks was inevitable. The inflationary movement was further 
accentuated by the huge excess of exports over imports which 
each country was compelled to accumulate in its trade with 
Germany. This excess was represented by clearing debts 
against which currency and credit were expanded in the 
occupied countries (since the Dutch and Belgian exporters 
had to be paid in guilders and francs for the goods they 
exported to Germany). 

In Belgium these charges between May, 1940, and 
September, 1944, totalled Frs.228 milliards, as shown by the 
table overleaf. They were met as to Frs.65 milliards by 
taxation, Frs.78 milliards by loans from non-banking in- 
stitutions and the balance of Frs.84 milliards by expansion of 
currency and credit. In September, 1944, the note circulation 
in Belgium had reached Frs.to1r milliards, as compared with 
Frs.30 milliards in May, 1940. Commercial bank deposits 
over the same period had risen from Frs.14 milliards to Frs.43 
milliards. Allowing for savings deposits and deposits with the 
central institution, the total means of payment had risen to 
Frs.186 milliards by September, 1945, from a figure of Frs.63 
milliards in May, 1940. Concurrently with this inflation of 
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currency and credit there had gone a progressive decline in 
the' volume of consumer and capital goods available for the 
public. During the occupation, the inflationary potential was 
kept reasonably suppressed by rigid controls of wages and 
prices and by a rationing system backed by the dire sanctions 
of military law. Even so, the prices ruling in black market 
transactions gave a fair indication of the dangers that lay 
largely dormant but that would assuredly awaken after 
liberation. 


BELGIUM: OCCUPATION AND OTHER CHARGES 
May, 1940 — SEPTEMBER, 1944 








GOVERNMENT EXPENDITURE— In Milliard Francs (') 
Budget .. os - “a .. 76-614 
Advances by the Treasury (net) .. 11-144 
Occupation Costs os o« .. 67-000 
Other charges incurred for the benefit 
of occupying troops .. oe oe 6-107 
—— 160-865 
EXPENDITURE COVERED BY CENTRAL BANK 
CREDITS— 
Commercial Clearing .. $e .. 62-664 
Conversion of German military marks 3-567 
Other payments to Germany .. o« -717 
66-948 
TOTAL .. os 227-813 





Long before the liberation the Belgian Government in 
London had studied the monetary problem that would face 
it when it returned to Belgium and had devised a stabilization 
plan with which the name of M. Camille Gutt, Minister of 
Finance in that Government, will always be linked. The main 
objective of the operation was to purge the outstanding volume 
of currency and credit of the inflationary elements introduced 
during the German occupation and to bring that volume down 
to a figure at which the relation between the circulation and 
the then available volume of consumer goods would ensure a 
rough equilibrium of controlled prices at the level at which 
they then stood. This was not to be a deflationary operation, 
but one which would remove the inflationary danger left as the 

(*) Milliards will be used throughout this article in its Continental connotation of 
1,000,000,000. 
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immediate aftermath of war. The plan involved first the 
withdrawal of all paper money previously in circulation, other 
than notes of small denomination and the blocking of all 
bank deposits; secondly, the immediate liberation of part of 
the bank deposits and the issue of a quota of new notes to each 
individual in conversion of old notes; thirdly, the blocking 
of the unfreed balance, part of it for a time and to be liberated 
gradually, part of it withdrawn in perpetuity from the volume 
of current purchasing power and earmarked for ultimate 
— into Government accounts by taxation or special 
oans. 

Those broad outlines of the Plan Gutt were translated 
into a specific scheme which was put into operation on the 
6th October, 1944, very soon after the liberation of the Belgian 
capital and at a time when the German armies still held part 
of Belgium. A drastic surgical operation of that kind had to 
be carried out quickly or not at all—as the French authorities 
who were rather condescendingly critical of the Belgian 
experiment at the time have since discovered to their cost. 
The Belgian franc had been revalued in terms of sterling at a 
rate of Frs.176 to the £, as against a pre-war rate of Frs.146, 
and this became the anchor to which the subsequent develop- 
ment of the monetary plan has been attached. The deprecia- 
tion of the Belgian franc by 17-3 per cent. as against sterling 
and by 32-5 per cent. as against the dollar was deemed to 
provide a fairly accurate reflection of the relative deterioration 
in the currency during the occupation. With that line thrown 
to a firm exchange anchor, the intention was gradually to 
release blocked purchasing power as additional goods became 
available and so maintain a relation between the volume of 
currency and credit outstanding and the volume of goods on 
which it could be expended. 

The immediate impact of the purge was to reduce the total 
volume of immediately available purchasing power in Belgium 
from Frs.186 milliards, outstanding at the time of liberation, 
to Frs.72 milliards, a figure which compared with an average 
of Frs.63 milliards for the period 1936-38. Taking account 
only of coins, bank notes and bank deposits, the total outstand- 
ing on the eve of the purge, namely Frs.155-3 milliards, was 
dealt with as follows: Frs.57-4 milliards was liberated 
immediately, Frs.39-1 milliards was temporarily blocked but 
earmarked for gradual release as more goods became available, 

















—rs oO 


vwTrTlC hOHOCUCUC OOTUhC Ch WwWlhCUCU rWOOCUhUC LlWCrOrlhC OCP OCU TCClC m— TY C0 FUN RS Rb 


pa A A i | 














37 


and the balance of Frs.58-8 milliards was permanently with- 
drawn from the circulating medium, ultimately to be absorbed 
by special taxation or converted into Government securities. 

The shock of this operation on the Belgian economy was 
not as severe as many had expected. The operation did not go 
altogether according to plan. This was the fault neither of 
the authorities responsible for its implementation nor of the 
people, whose acceptance of the plan, though by no means 
devoid of complaints, was as understanding and co-operative 
as could reasonably be expected. The reason was that Belgium 
for many months after the purge was to be a basis for the 
Allied Armies. The Belgian economy was, therefore, to a 
large extent to be influenced by Allied expenditure outside the 
control of the Belgian authorities and quite unprovided for in 
the careful plans that had been drawn up for re-expanding the 
monetary circulation in careful correlation with the increase 
of goods available for consumption. Decisions were taken for 
the gradual “‘ unblocking ’’ of 40 per cent. of the amount 
immobilized by the operation of October, 1944. In October, 
1945, legislation was enacted providing for the conversion of 
the remaining 60 per cent. of the amount immobilized into 
Government bonds and imposing retrospective and heavy 
taxation on profits earned during the occupation period. But 
though this disappearance of Frs.58-8 milliards from the circu- 
lation was made definitive, and though the liberation of the 
temporarily blocked Frs.39-1 milliards has been effected with 
extreme caution by a “‘ Comité de Deblocage,”’ little more than 
a year and a_ half was to elapse after the monetary purge had 
been completed before the currency circulation and the volume 
of free bank deposits had again expanded to, pre-purge levels, 
as the following table shows :— 


In Milliard Francs 


Currencyin Free Commercial Total 
Circulation Bank Deposits - 


May, 1940... ots 30 

Sept.,1944 .. - 101 43 144 
Oct., 1944  .. ‘a 32 22 54 
Dec., 1944 .. ee 47 24 71 
June, 1945... oe 65 38 103 
Dec., 1945 .. oe 79 55 134 
June, 1946 os 79 63 142 


British and American military expenditure in Belgium 
must bear a considerable part of the responsibility for this 
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unexpectedly rapid and unplanned re-expansion of the volume 
of free currency and credit. For many months Belgium was a 
base for the large Allied armies operating in Germany. The 
port of Antwerp, most of the communications and much of 
the industry of the country worked for the military and were 
remunerated for this with customary military munificence and 
lack of discrimination. To this day Belgium is one of the 
principal leave centres for armies of occupation and the private 
expenditure of Allied military personnel since October, 1944, 
has been an important factor in the Belgian economy. This 
military expenditure may have helped to put some disarray 
in the monetary plans; but it was by no means an unmixed 
curse, for the counterpart of that expenditure and of the 
Belgian currency made available to the British and American 
authorities was a corresponding acquisition of sterling and 
dollars, a reinforcement of the foreign currency reserve which 
has served Belgium in good stead during the past two years. 
The impact of Allied military expenditure in Belgium 
is not the only cause of the unexpectedly rapid re-expansion 
of the monetary circulation. Another, and equally important, 
has been the budget deficit that has persisted since the libera- 
tion. For the year 1945 the deficit—including both ordinary 
and extraordinary expenditure (for their impact on the 
economy does not recognize the niceties of budgetary book- 
keeping)—was Frs.33 milliards, with total expenditure at 
Frs.49$ milliards. For 1946, though total expenditure will 
have risen to Frs.57-7 milliards, the deficit will have fallen to 
Frs.11 milliards. These figures may be read in conjunction 
with the following table showing changes in the public debt :— 


In Milliard Francs 


March, December, June, 
1945 1945 1946 
INTERNAL DEBT— 
Consolidated .. wa 41-3 52-3 110-6 
Medium Term in 55-7 34-2 32-2 
Short Term .. ‘“ 74-7 96-0 91-7 
Floating ee os 3:0 16-5 14-4 
EXTERNAL DeBT— 
Long Term .. oe 24-2 24-6 29-4 
Short Term .. ea 0-7 0-7 0-4 
TOTAL .. .. 199-6 224-3 278-7 
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The economic recovery in Belgium since the liberation 
must be viewed in this context of the initial monetary purge 
and the subsequent re-expansion, going decidedly faster than 
the pace for which the plan had provided. The purge saved 
the franc from severe depreciation, and whatever criticism it 
may have met within the country there can be no doubt that 
it underpinned domestic confidence in the currency. The 
re-expansion of the currency has gone faster than the re-expan- 
sion of production. As will be seen from the following table, 
the industrial recovery, though it has made excellent progress 
since the liberation, is still behind the pre-war outputs in the 
important coal and metallurgical industries :— 


PRODUCTION 

Monthly Average 1936-38 1944 1945 1946 
(First six 
months) 

Coal (thousand tons) .. 2,420 1,125 1,310 1,900 

Coke = oo 435 170 168 323 

Pigiron_,, » 298 59 61 155 

Steel - *....09 452 89 112 295 


Electricity (million kilo- 


watts) ais 438 309 377 497 


There has been a constant pressure on wages and prices 
which is in grave danger of putting Belgian costs above the 
competitive world level. The latest wages index is some 350 
on the 1939 figure and that of prices stands at 310. Even 
allowing for the 17 per cent. depreciation of the Belgian franc 
in terms of sterling, these indices show serious lack of adjust- 
ment to the comparable British indices of 164 and 175 
respectively. The Belgian economy and the rate of exchange 
of the currency may be rescued by the rising trend of prices 
and wages in other countries, the most hopeful signs, in this 
respect, coming from the United States. But this is a fragile 
support on which to base a policy and it will behove the 
Belgian authorities to take more positive budgetary and cost 
stabilization measures if the admirable work begun with the 
monetary purge is not to be endangered. 

Having made this reservation one cannot, however, but 
be struck by the vigour and vitality that Belgium has revealed 
in its reconstruction. Every British visitor to Belgium has 
been struck by the enthusiasm, and will to work, the readiness 
to serve and to please that are to be found in that country. 
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The pace at which rebuilding has progressed in devastated 
towns such as Antwerp and Liege should be an example to 
Britain. There are no restrictions on the number of bricks 
which a Belgian building operative is allowed to lay in one day. 
Brussels is unquestionably the brightest and gayest capital in 
Europe to-day. But itis also perhaps the most expensive— 
and this fact leads one to question how far this vigour and 
appearance of prosperity may be a hard glittering surface 
beneath which less reassuring realities lie hidden. The 
Belgian Government inherited from the German occupation a 
well administered system of rationing, and control of prices 
and wages. But it also inherited a flourishing black market 
and a propensity to evade regulations which during the occu- 
pation had been sublimated into a form of patriotism. 
Unfortunately, the less desirable part of that legacy has long 
outlasted the justification which it could plead during the 
occupation. The black market traffic in clothing coupons 
flourishes openly—so openly as to suggest tacit connivance by 
the authorities; and there is other abundant evidence that 
official control of prices and consumption is more honoured 
in the breach than in the observance. 

Belgium has, in effect though not by intention, operated a 
joint economy—part controlled, part free. Rationing and 
control of prices have provided a basic level of subsistence 
for the people. But superimposed on this there has operated 
a well developed, well stocked “* black ”’ or free market economy. 
This alliance has had its advantages. Above all else, it has 
provided a real incentive to producers and workers—incentive 
to produce for the free market, and incentive to work harder 
and earn more to acquire the profusion of goods available— 
at a price—in the uncontrolled market. It would be wrong to 
qualify the resultant activity and evidence of prosperity as 
so much superficial glitter. The incentive and the scope given 
for the enterprise of the individual have made their beneficial 
effect felt throughout the Belgian economy. But a price is 
being paid for leaving so much of the decision in formulating 
the order of economic priorities in so abnormal a period to the 
free play of the market. It is difficult to escape the impression 
that too much of the national output in Belgium is going into 
consumption and too little into capital formation. There has 
been difficulty in inducing the Belgian investor to take up 
domestic issues—whether issued by the Government or by 
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industrial enterprises. Interest rates have been rising and the 
recent increases in the Bank rate from 1 to 3 per cent. reflect 
this general hardening of credit. The Government is depend- 
ing to an undue extent on external borrowing. It has obtained 
credits from the Export-Import Bank of Washington and from 
the Canadian Government, over and above living on the 
exceptional receipts of dollars and sterling that accrued from 
the presence of British and American troops in Belgium. 
The dependence on external resources is reflected in the 
import figures, which together with exports are shown in the 
following table :— 


FOREIGN TRADE 
In Million Francs 


Monthly Average Imports Exports Samus 
1936-38 os ee oe 2,019 1,859 1,160 
195. oe oe a 1,143 330 813 
1946—Jan. .. oe os 2,671 1,174 1,497 

Feb. .. oe oe 2,784 1,299 1,485 

March .. oe os 2,952 1,869 1,083 

April .. oe oe 3,129 1,661 1,468 

May .. oe - 3,771 2,266 1,505 

June .. oe 4,089 2,242 1,847 


Much of this exceptional flood of imports has been 
destined to reconstitute the stocks of Belgian industry, drained 
to almost vanishing point during the occupation and in the 
immediately following period. But visual observation also 
Suggests that a part of that flow of imports consists of 
inessential and luxury goods, and that it has contributed to 
the “* politique de sensualité”’ of which Belgium has sometimes 
been accused. The accusation is somewhat unfair because it 
ignores the solid work that has been and is being accomplished 
in the economic reconstruction of that country and because it 
ignores the courageous monetary surgical operation which 
made that good work possible. But there is enough substance 
in the accusation to challenge Belgium to yet greater efforts. 
Recent pronouncements from Brussels suggest that the danger 
signals are being heeded and that in the matter of import 
policy, at least, a somewhat more spartan course is to be 


followed. 


To turn from Belgium to the Netherlands is to switch to a 
more sober and also more sombre picture. Some of the 
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contrast may be explained in terms of national character. They 
symbolize the difference between an essentially Catholic and 
an essentially Lutheran nation. But there are far more tangible 
factors to account for the change of scene. One has been 
mentioned already: the far greater measure of physical 
destruction suffered by the Netherlands during the 1944-45 
campaigns. Others were to become apparent after the libera- 
tion. Most serious was the slow economic agony of the Ruhr 
basin which has in the past provided the main hinterland of 
the great Dutch ports. What trickle there was of industrial 
traffic to and from Germany carefully avoided the Dutch ports 
and was handled solely by the German ports in order to econo- 
mize foreign exchange. For the time being Rotterdam has 
lost its industrial base, while Antwerp continues to feed and 
be fed by Belgian industry. Another serious brake on recovery 
has been the political turmoil in Indonesia. Whereas the Congo 
has continued its fruitful co-operation with the Belgian 
economy, the Dutch East Indies have for the past eighteen 
months been a drain on the mother country. 


In the Netherlands, as in Belgium, the immediate concern 
of the Government after liberation was to purge the currency 
and credit situation of its war-time inflationary accretions 
before they had had time to make their permanent imprint on 
the value of the guilder. The currency was given an exchange 
value of 10-691 guilders to the £, which represents a devaluation 
of 20 per cent. in terms of sterling and of 30 per cent. in terms 
of dollars on the pre-war rate. The currency purge had 
already started under German occupation. Large denomina- 
tion notes had been withdrawn in 1943, but the consequent 
contraction was made good all too rapidly and by May, 1945, 
the note circulation which on the eve of the invasion stood at 
Fls.1,149 millions had risen to Fls.5,518 millions, while bank 
deposits over the same period had risen from Fls.1,480 millions 
to Fls.5,014 millions. Technical difficulties concerning the 
supply of new notes delayed an immediate and comprehensive 
currency plan. In July, 1945, all Fls.1oo notes were with- 
drawn from circulation and in the following September all 
paper money was called in and all bank deposits blocked. 
New notes were issued at first on a per capita basis of Fls.10 
and provision was made for the gradual release of blocked 
accounts representing both old notes and old bank deposits. 
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The subsequent re-expansion of the currency was as follows :— 


In Million Guilders 
Old Notes New Notes 


1945—May 7th .. 7 5,518 — 
July 2nd .. a 4,960 _ 
Oct. Ist .. - 1,161 - 
a we a we 855 389 
Dec. 27th .. aa 326 1,320 
1946—July Ist .. - 276 2,392 
Sept. 30th . oa 262 2,554 


The movement has been kept well under control. What 
might be termed the “ psychological inflationary potential ” 
in the Netherlands is less dangerous than it is in Belgium. 
There is greater inherent pride in the guilder than there is in 
the Belgian franc. For this the history of the two currencies 
in the inter-war period is responsible. This intangible fact 
has facilitated the task of the Dutch authorities because it has 
conduced to greater fiscal discipline and greater readiness to 
save and invest in domestic issues than have been evident in 
Belgium. It has also eased the problem of maintaining reason- 
able price and wage stability. Dutch policy is directed to the 
stabilization of wage rates at around present levels, themselves 
not far removed from the rates at which wages settled down 
in the immediate post-liberation period. Wages in the manu- 
facturing industries are about 60 per cent. higher than the 
pre-war level. Allowing for the depreciation in the exchange 
value of the guilder in terms of sterling and comparing the 
index of industrial wage rates with the comparable figure of 
164 in Great Britain it will be seen that costs, in so far as they 
can be measured by wage increases, should be on a thoroughly 
competitive basis in the Netherlands. 

Agricultural wages rose over the same period by 140 per 
cent. but it must be admitted that they began that movement 
from a relatively low level and, with the great efficiency and 
specialization of Dutch agriculture, agricultural costs have been 
kept within truly competitive bounds. There is every pros- 
og of this policy of wage stabilization continuing to be success- 
ul. The system of rationing is efficiently organized and 
loyally carried out by the people. Price control is working 
satisfactorily. The black market is but a shadow of what it was 
in the immediate post-liberation months. The main stimulus 
of demands for increases in wages is, therefore, absent. In 
this sector of economic stabilization the Dutch achievement 
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has been more impressive than the Belgian. The relative 
movements in wages and prices in both countries must cast 
some doubt on the economic justification of the exchange rate 
between the guilder and the Belgian franc. In this particular 
context, however, it must be realized that, for reasons which 
have already been mentioned, Belgium is temporarily in a more 
favourable foreign exchange situation than the Netherlands 
and has, in fact, come to the rescue of its neighbour with 
substantial credits. For the time being, therefore, there can 
be no question of any appreciation of the guilder in terms of 
Belgian francs. But if the disparity between the cost and 
price structures of the two countries continues to increase at 
the rate at which it has been moving for the past eighteen 
months, this fundamental disequilibrium will ultimately have 
to be reckoned with. 

Given the destruction of working and fixed capital, the 
Netherlands have had to live largely on external credits and 
sales of external assets since the liberation. The scale and 
wide distribution of this assistance may be gauged from the 
following table :— 

SHORT TERM FoREIGN LOANS TO THE NETHERLANDS 


1944—April 13th. British Government os a £10,000,000 
Oct. 16th. - ™ - oe £2,500,000 

» 19th. Belgian = as .. B. Frs. 50,000,000 

Nov. 24th. i - B. Frs. 70,000,000 

Dec. 5th. French - F. Frs. 50,000,000 
1945—Mar. 13th. Belgian - B. Frs. 80,000,000 
April 19th French - F. Frs. 150,000,000 

June 9th. Belgian - B. Frs. 300,000,000 
1946—Mar. 29th. Belgian - B. Frs. 300,000,000 


May lst. Export Import Bank ..  .. $200,000,000 
LonGc TERM FoREIGN LOANS 


From :— 
Canadian Government * $125,000,000 
Swedish - on Kr. 100,000,000 
Swiss Banks .. ae .. S. Frs. 90,000,000 
U.S. Government... ote $ 85,000,000 
Export Import Bank .. oe $100,000,000 


The destruction of capital to be made good and the strain 
placed on the Dutch balance of payments by the necessity 
to import both consumer and capital goods have demanded a 
considerable measure of centralized control and planning. 
Much of the task of rebuilding industry is being entrusted to 
a new Bank for Reconstruction, established in November, 1945, 
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as a State-controlled institution. The planning of reconstruc- 
tion is in the hands of a Central Planning Bureau which last 
April issued its plan for 1946, and more recently has published 
its First Memorandum on the Central Economic Plan for 
1946 and National Budget for 1947. This is an admirable piece 
of work applying in part the technique developed in the 
successive British White Paper on the National Income and 
anticipating the British man power and production budget 
which is being prepared for publication early in the New Year. 
But plans, however ably drawn up, will not of themselves 
produce coal and rebuild harbours. The progress of recon- 
struction has been considerable in terms of the extremely 
low levels to which output had fallen at the time of liberation ; 
but in few major industries has the volume of production 
recovered to its pre-war level. For industry, mining and 
agriculture as a whole, the volume of production last summer 
was 76 per cent. of the 1938 figure. 
he main obstacles to more rapid recovery in the Nether- 
lands are the inadequate supply of raw materials, including 
coal, and the prostration of the German economy. Deprived 
of its basic market and hinterland in the Rhineland, Dutch 
industry and communications are bound to languish. This 
dependence of the Dutch economy on that of Germany is 
really the basic factor in the present situation and prospect in 
the Netherlands. The Dutch built themselves up through the 
ages into a great trading community. Amsterdam was an 
international financial market long before London challenged 
its supremacy. Through the centuries, but particularly since 
the closing decades of the roth century, the mercantile life of 
the Netherlands has drawn its substance and prosperity from 
trade with Germany. With their great harbours at the mouth 
of the Rhine the Netherlands have economically formed part 
of the industrial basin of Western Germany. Their canals and 
their immense fleet of barges provided the cheapest and most 
efficient means of transport between the industries of the Ruhr 
and the markets of the world. It was through the Netherlands 
that much of the foreign iron ore used by the Ruhr industry 
was a It was through the Netherlands that much of 
the coal exported from the Ruhr basin was sent. Apart from 
this transit trade there was considerable direct trade between 
the Netherlands and Germany. Dutch agricultural produce 
fed the German market. German machinery and manufactured 
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goods found ready buyers in the Netherlands. In 1938 
21 per cent. of Dutch imports came from Germany, next in 
order of importance as sellers to the Netherlands being Belgium 
and Luxembourg with 11 per cent., the United States with 10 
per cent. and the United Kingdom with 8 per cent. In the 
same year Germany took 14 per cent. of Dutch exports, taking 
second place only to the United Kingdom which held first 
rank as buyer of 22 per cent. of Dutch exports. But more 
important than this direct trade was the transit trade con- 
ducted largely for German account, trade which fed not only 
the fleet of Dutch barges and the harbours of Rotterdam and 
Amsterdam, but the banking, insurance and brokerage firms 
whose “‘ invisible ’’ services earned so large a part of the Dutch 
external income. In 1938 Rotterdam was the greatest port in 
Western Europe, handling a traffic of over 32 million tons as 
against 25 million by Hamburg. Rotterdam is now working to 
about 20 per cent. of capacity. The Netherlands had the 
largest Rhine fleet of any country astride this busiest commer- 
cial waterway in Europe. Commerce with Germany occupied 
80 per cent. of that fleet. To-day that fleet, much reduced by 
requisitioning and bomb damage during the War, is largely 
idle because the trickle of export and import trade of the 
Rhine industrial basin now uses German harbours. 

Another aspect of Dutch dependence on Germany is the 
fact that the bulk of the industrial equipment in the Nether- 
lands is of German manufacture. Spare parts must come from 
Germany and since they have now ceased to come at all, 
certain sections of the Dutch chemical and electrical engineer- 
ing industry are being seriously handicapped. Germany also 
used to supply Dutch industry with a good deal of its raw 
materials and semi-manufactured products. Efforts are being 
made to find alternative sources of supply, but in the present 
sellers’ market that is no easy matter. 

The future of the Netherlands must, therefore, in large 
part be conditioned by the future of Germany. As The Times 
of December goth, in an admirable article on the Dutch 
Economic Outlook, pointed out: “‘ Holland’s recovery from the 
ravages of occupation has been remarkable in every way, but 
no amount of putting their own house in order can serve as a 
substitute for the renewal of international trade upon which 
the economy of the country largely depends. Other expedients 
have been employed to fill the gap left by the ruin and collapse 
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of Germany. ... But nothing can fully take the place of the 
lost German markets for Holland.” 

Among the “ other expedients,” mention must be made 
of a policy of industrialization, the fruits of which cannot be 
gathered in the near future. Experience has very forcibly 
brought home to the Dutch people their dependence on the 
German economy and in order to reduce that dependence, they 
have set in motion ambitious plans for greater diversification 
of their economy and, in particular, for greater development 
of industry. The Netherlands is one of the few European 
countries where the trend of population is still steeply rising. 
Agriculture will not provide an adequate outlet for the employ- 
ment of this increased population ; it will have to be found in 
industry. During the period of transition the Dutch balance 
of payments will be under serious strain as the following 


estimates show :— 
In Million Guilders 


1938 July-Dec. 1947 1948 
CREDITS— 1946 




















Exports - .. 1,109 400 1,000 2,000 
Shipping .. ns 170 — 530 600 
Other Invisibles .. 407 80 200 200 
Toray Recerpts .. 1,686 480 1,730 2,800 
Desits— 
Imports ia .. 1,465 1,500 2,650 3,000 
Invisible .. = 91 350 520 430 











TOTAL EXPENDITURE 1,556 1,850 3,170 3,430 


BALANCE o .-+ 130 -1,370 -1,440 - 6350 


Even these, with the grim picture they represent, are only 
plans, and plans which as far as 1946 is concerned are likely to 
be disappointed by actual results. Exports for the first eight 
months of 1946 amounted to Fls.330 million only and the 
target for the year will not be reached. The main reason for 
this has been the difficulty of obtaining the raw materials and 
semi-manufactured goods on which much of Dutch export 
industry depends. By the year 1949 the balance of current 
payments should be in equilibrium. But during the next two 
years the Netherlands will be a borrower in the international 
capital market and, in addition, will probably have to liquidate 
more of its external assets. The Dutch balance of payments 
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in the years to come will, like that of the United Kingdom, be 
burdened with the task of paying interest and repaying capital 
on the heavy external borrowing which is being forced on 
the Netherlands during the period of transition. It will be a 
difficult task, the prospect of which once more emphasizes the 
importance for the Dutch economy of seeing order and reason- 
able prosperity restored in Germany. 

In the difficult and uncertain situations that face both 
Belgium and the Netherlands the case for their economic 
union has not lacked advocates, and solid progress is being 
made towards such an end. In October, 1943, the two exile 
Governments, then in London, signed a monetary agreement 
providing for the stabilization of the exchange rate between 
the two countries and for mutual overdraft facilities. It is 
through this machinery that substantial Belgian credits have 
been placed at the disposal of the Netherlands since the libera- 
tion. In September, 1944, the two Governments concluded a 
further agreement for a Customs Union. They decided to 
abolish duties between each other and to set up joint councils 
to work out the practical details of economic union. If all goes 
well, the unification of the two customs territories should be 
in operation early in 1947. Though certain vested interests in 
each country may look askance at the proposal, there can be no 
doubt that the general interest of both will be served by it, and 
further, that the economic and political stability of Western 
Europe will be greatly strengthened by this joining of 17 
million of the most skilled workers and highly civilized and 
democratic peoples in the world. 


Paut BAREAU. 
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The Cheap Money Technique 
By W. Manning Dacey 


I 


N a general sense, cheap money has now been with us for 

more than fourteen years. It was ushered in by the 

reduction of Bank rate to 2 per cent. as an adjunct to the 
great War Loan conversion of June, 1932; and at that level 
Bank rate has remained ever since, save for a brief and needless 
harking back towards dearer money at the outbreak of War. 
That fourteen years period has, however, comprehended quite 
substantial fluctuations in gilt-edged prices and far more 
violent swings in market sentiment. For years together 
continued progress towards ever cheaper Government 
borrowing has been taken for granted ; but on occasions, such 
as the approach towards full employment brought by re- 
armament in 1937, there have been widespread doubts 
whether all the blandishments and devices of the Treasury 
would suffice to hold the ground already gained, or even stem 
a headlong retreat to more “ natural” rates of interest. The 
belief dies hard that cheap money, in Mr. Norman’s phrase, 
can be no more than a “ cocktail,’”” even when it has been our 
staple fare for many years, in war and peace, depression and 
recovery. 

At present, the desirability of ultra-cheap money is more 
widely questioned than at any time since 1932; and belief in 
its continuance has oscillated sharply in recent months. After 
a steady advance in gilt-edged lasting several years, Mr. Dalton 
was readily able to build on the foundations laid by his 
predecessors, but the over-generous terms of the 2} per cent. 
Savings Bond issue in May—undoubtedly a technical error— 
Seriously undermined the market’s confidence. In November, 
the doubts and misgivings were allayed by the bold gesture of 
replacing Local Loans with an irredeemable Treasury Stock 
bearing interest at only 2} per cent.; a few weeks later, the 
prospect of over £1,000 millions of marketable Government 
debt being forced on the reluctant shareholders of the railways 
has unsettled the atmosphere again. 
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II 


A cheap money policy affects far more than the level of 
interest rates ; among other things, it involves a re-distribution 
of income whose cumulative effect must bring profound social 
changes. This is not the place to discuss these broader implica- 
tions of low interest rates, though it may be noted that one 
does not have to be an addict of dear money to commiserate 
with the hardships inflicted on many small savers and share- 
holders to-day by the combination of inflation, high taxation 
and cheap money. 

On these social issues, clearly, a great deal can—and has 
been—said. Our object is the more limited one of seeking to 
clarify some of the purely technical problems raised by the 
cheap money technique. In particular, it is proposed to deal 
with two criticisms of the cheap money policy of which a 

reat deal has been heard in recent months. First, it is a 
amiliar taunt nowadays that the Treasury has only hoisted 
ilt-edged to their present eminence by “ rigging the market.” 
t will be shown that as commonly used this term has very 
little meaning, but there is nevertheless a point at which interest 
rates do become artificially low, and they are so at present. 
Secondly, the accelerated rise in bank deposits in recent months, 
notwithstanding the fall in the Government deficit, has given 
rise to suggestions that cheap money can only be preserved 
by a cumulative expansion of credit. In principle, we shall 
suggest, there is no such necessity; and although the rapid 
credit expansion of recent months has undoubtedly been 
associated with the renewed cheap money drive, it should 
prove a transitory phase. 


III 


First, let us examine the contention that cheap money 
means nothing more than “ rigging the market.” Those 
who take this view must clearly be prepared to define what, 
under modern conditions, would be an unrigged gilt-edged 
market. And that, as we shall see, is by no means so easy as 
might be supposed. 

The sanction behind cheap money is undoubtedly the 
willingness of the Treasury to expand bank credit. If at any 
time the investing public is not prepared to invest on a sufficient 
scale in long-term loans on the terms currently offered, the 
Treasury must be ready to finance itself by short-term 
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borrowing through the banking system. Instead of selling 
long-term loans to the public, it must for a time sell short-term 
debt, such as Treasury bills or Treasury deposit receipts, to 
the banking system. This results in an expansion of bank 
deposits, on which the public receives little or no interest ; 
and as this process continues the terms offered on long-term 
loans may be expected to appear gradually more attractive, 
and subscriptions to the tap issues will increase. In this way, 
the investing public can be induced to lend to the Government 
on longer term at progressively lower rates of interest. 

To put the matter another way, the public will not readily 
part with bank deposits in exchange for long-term securities 
unless it feels sufficiently liquid to do so without running down 
its balances too far; which means that the level of interest 
rates is closely linked with the level of bank deposits. For the 
public to be adequately supplied with bank deposits, however, 
the banks in turn must be adequately supplied with suitable 
assets to provide the counterpart of those deposits. And the 
point is that in modern times the most important source of 
banking assets is provided by Government borrowing in the 
form of short-term debt. Hence, the more the Government 
borrows through the banking system, by selling short-term 
debt to the banks and so enlarging the volume of bank deposits, 
the better the terms it can exact on long-term loans sold to 
the public. 

That is a comparatively recent development. Before 
1914, the Treasury bill was used exclusively to cover temporary 
deficits during seasons of low revenue inflow, and the Treasury 
bill issue seldom rose above £30 millions. In those days, 
therefore, the deposits of the banks were lent almost exclusively 
to private industry and commerce. As at present, their loans 
and overdrafts were made to private customers; but in 
addition their discount portfolios contained little else but 
commercial bills of exchange, while their short loans to the 
discount market represented an investment in commercial bills 
at one remove. Even in times of depression, the demand for 
banking accommodation on the part of private industry and 
commerce was invariably sufficient to provide the counterpart 
for a relatively large volume of bank deposits, and thus to 
permit low long-term rates of interest. Indeed, there was 
always an unsatisfied demand for additional advances and 
discounts which in times of active trade the Bank of England 
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felt it necessary to restrain, by increases in Bank rate and a 
stringent credit policy generally, in order to forestall or damp 
down an inflationary boom. 

Since 1914, conditions have notoriously been very different, 
The inflationary finance of the 1914-1918 War raised the 
outstanding issue of Treasury bills well above the £1,000 
millions mark and, despite the efforts of successive Chancellors 
to fund short-term debt, Treasury bills have ever since formed a 
large part of the banks’ money market assets. With the decline 
of the international bill of exchange in the world depression of 
the thirties, the Treasury bill became still more preponderant, 
while, despite every encouragement, bank advances in the pre- 
war decade never recovered to their 1929 peak. At the present 
time, commercial bills of exchange are insignificant in volume, 
so that advances are the only important item in the balance 
sheets of the banks which represents loans to private individuals 
and companies. All the remaining assets, including even cash, 
represent loans to the Government, directly or at one or more 
removes. 

Bank advances to-day amount to no more than 17 per cent. 
of deposits. It follows that if the only assets available to the 
banks were cash and loans to private customers, the volume of 
deposits could not be more than a small fraction of the deposits 
in existence to-day. The public, consequently, would find 
itself in a highly illiquid condition and interest rates would 
undoubtedly be very high indeed. Indeed, we had a very mild 
foretaste of the way in which an insufficiency of Government 
borrowing from the banks can cause stringent credit conditions, 
in the shape of the so-called “ bill famines ”’ experienced on 
various occasions in the years before the war. 

In the period from 1932 to early 1938, for example, when 
foreign money was pouring into this country and the Exchange 
Account was acquiring gold hand over fist, the tender issue of 
Treasury}bills was allowed to rise only very slightly. In the 
eighteen months before the war a large part of these foreign 
funds was withdrawn again, and the Treasury bill issue, already 
at a comparatively low level, was in consequence very sharply 
reduced. This was reflected in a fall in the money market 
assets of the banks, with the result that the ratio to deposits of 
the three “* liquid assets ’"—cash, call money and discounts— 
fell far below the 30 per cent. level which the banks liked to 
maintain as a minimum. As a result, the banks felt impelled 











fr 


m 
st 
ra 
st 
in 
fr 


cc 


CS mite 


2 mmron 





da 
‘mp 


ent. 
the 


lors 
ine 
. of 
int, 
re- 
ent 


nce 


sits 











53 


to sell investments, to help in restoring the 30 per cent. ratio, 
although their actual cash ratio was already well above the 
conventional 10 per cent. minimum. Had this funding of 
Treasury bills been carried very much farther there is no doubt 
that the gilt-edged market would have come under considerable 
pressure and the whole structure of interest rates would have 
tended to rise. As it happened, the effect of the efflux of 
foreign funds was more than offset in the months before 
the war by an expansion in the Treasury bill issue connected 
with the finance of rearmament. 


IV 


Hence, we have the paradox that Government borrowing 
from the banking system, far from raising interest rates, is the 
main factor in reducing them—for the reason, of course, that 
such borrowing supplies the banks with additional assets, 
raises their deposits and thus in turn makes the public feel 
sufficiently liquid to subscribe to long-term loans at low rates of 
interest. In short, some short-term Government borrowing 
from the banking system is indispensable, under modern 
conditions, simply to avert a severe stringency of credit. But, 
once this is conceded it becomes extremely difficult to define 
what is an unrigged gilt-edged market ; for, as we have seen, 
the yield on gilt-edged depends entirely on how much the 
Treasury is borrowing through the banking system. 

Some purists would doubtless argue that the natural rate 
of interest on Government loans is that corresponding to the 
real productivity of capital, as indicated, for instance, by the 
return obtainable on industrial issues in an uncontrolled 
capital market. Any such rate would undoubtedly be much 
higher than the present one, but it would still be influenced by 
the level of floating debt and the general credit policy of the 
authorities ; there is no escape from the basic fact that the 
rate of interest is largely if not wholly a monetary phenomenon, 
and that monetary conditions are themselves a resultant of 
Government borrowing policies. 

_ Before the War, again, it might have been held that rates 
of interest were at their “ natural ”’ level when there was no 
tendency either for capital to be exported or for foreign funds 
to flow in. Even if one leaves aside the fact that interest rates 
are not the only factor in hot money movements, few people 
to-day would accept the level of interest rates ruling in other 
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centres as a guide to the proper level of interest rates in this 
country. Experience under the gold standard showed that 
keeping our own rates in line with those elsewhere usually 
meant keeping them too high to permit full employment at 
home. If, in other words, the object of policy is to maintain 
internal employment, one would have to say that in gold stan- 
—_ days the gilt-edged market was usually “ rigged ”’ down- 
wards. 

In recent months, there has been much discussion of 
another possible criterion, namely the question whether 
Government Departments have been supporting the market by 
taking up gilt-edged securities sold by the public: whether, 
that is, the market has been “ rigged ”’ with the aid of the 
public Departments. Attention was drawn to this question by 
an enterprising writer in The Banker, who showed that the 
money raised by the Government through various channels, 
including credit expansion and overseas borrowing, had for 
some time greatly exceeded the Government’s apparent 
requirements. The obvious implication is that any such excess 
—which admittedly can only be roughly estimated—must have 
been used mainly to finance the purchase by the Departments 
of gilt-edged securities formerly held by the public. It was 
concluded that during the eleven months to August, 1946, on 
the assumptions stated, “‘scme £529 millions was employed 
in absorbing securities from the public or in direct purchases 
of securities ostensibly sold to the public through the tap” 
—and of this total, it appeared that some £266 millions had 
been taken up in the first five months of the present financial 
year. 

A few days later, the validity of any such calculations was 
denied by the Chancellor of the Exchequer, who stated, by 
way of correcting “ this particular error,” that “‘ over the first 
six months of this financial year the Departmental funds con- 
cerned, including the Bank of England Issue Department, have, 
in fact, been net sellers, not net buyers, of marketable gilt- 
edged securities other than Treasury bills.”’ It will be observed, 
however, that the Chancellor was speaking of a six months’ 
period, whereas the Banker calculation referred only to the 
first five months of this financial year; and the Banker 
formula itself would suggest that the Departments were once 
again reducing their gilt-edged holdings and increasing their 
holdings of floating debt in August and September. Over the 
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whole six months’ period covered by Mr. Dalton’s statement, in 
fact, the formula would indicate a net absorption of gilt-edged 
by the Departments of well under £100 millions. Since the 
analysis cannot hope to give more than an indication of broad 
trends, no conclusions could properly be drawn from so low a 
figure, so that there is no real conflict between the Chancellor’s 
statement and the Banker analysis, as that publication has 
pointed out. 

Over the period of five years from April, 1941, to March, 
1946, on the other hand, the formula would indicate a net 
absorption by the Departments to the tune of over £2,000 
millions, as shown by Table I; and it is interesting to contrast 
this figure with the net absorption of no more than £349 
millions indicated by a series of answers to questions in Parlia- 
ment concerning the holdings of the Departments (Table II). 
It would appear, however, that the list of Departments covered 
by these official replies is by no means comprehensive and in 

articular omits the Issue Department of the Bank of England. 

e figures consequently have even less value than the un- 

official estimates. Doubtless the truth of the matter lies some- 
where between the two. 

While the actual facts are impossible to come by, it seems 
doubtful whether absorption of gilt-edged by the Departments 
would alone support an accusation of “ rigging the market.” 
In the first place, it is clearly legitimate that some part of the 
Departments’ holdings should take the form of long-term 
securities. Secondly, it is a normal technique for the Depart- 
ments to buy up maturing loans as these near the redemption 


Taste II 
DEBT HELD BY GOVERNMENT DEPARTMENTS 








CHANGE ON Previous YEAR 

Other aaa - 
ae | Internal _ | Issues to | Other ; 

Debt Floating | National § Presumably 

Debt Debt Com- | Marketable 

| missioners  Gilt-edged 
£ mn. £ mn. £mn | £mn. £ mn. 
1941 /42 363 955 + 43 | + 166 + 90 
1942/43 550 1,266 + 187 + 245 + 66 
1943/44 687 | 1,596 4 137 4 357 — 2 
1944/45 883 2,025 + 196 + 468 — B® 
1945 /46 618 2,580 — 265 | + 296 + 259 











Sources: Hansard and annual Financial Statements. 
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date. There can be little doubt that much of the alleged 
support in the early months of this financial year was of this 
character (in the same way that the subsequent “ unloading ” 
represented mainly the repayment of maturing loans). Finally, 
there would seem to be little distinction in principle between 
support of the gilt-edged market by Departmental purchases, to 
prevent a rise in interest rates, and the use of credit expansion 
to reduce the level of interest rates. The former, like the latter, 
is merely an application of the general principle that if low 
rates are desired the public must be supplied with the liquid 
assets it wants ; and “ liquidity preference ”’ fluctuates sharply 
from time to time. 

Under the general head of “ rigging the market,’’ finally, 
many critics would include the high priority for Government 
issues—amounting in wartime toa virtual monopoly of the new 
issues market—accorded to itself by the Treasury acting in the 
guise of the Capital Issues Committee. This restraint upon 
flotations by competing borrowers, however, can more 
properly be regarded as a secondary safeguard against inflation 
(the primary safeguard being the physical controls), rather 
than an additional method of forcing down the rate on long- 
term Government loans. It is true that if the Capital Issues 
control were removed or relaxed all interest rates would soar, 
but so would prices ; for our economy is already fully extended 
and additional private investment would raise aggregate 
spending above the limit that can be accommodated at the 
existing price level. 

Nobody would deny that it is vitally important the 
Government’s expenditure and demands on the nation’s 
savings should be kept down to the absolute minimum, to 
permit private industry to press on as fast as may be with the 
tasks of reconstruction ; and it would be scandalous if private 
issues were needlessly restricted in order simply to make 
Government borrowing still cheaper. But excessive restriction 
of that kind would reflect itself in unemployment as well as in a 
lowering of interest rates, because aggregate spending would 
then be insufficient to maintain full employment. 


V 

In short, it is difficult to attach any precise meaning to the 
Suggestion that the present low rates have been achieved only 
by “rigging the market.’ Nevertheless, the concept of a 
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natural rate of interest has not become altogether meaningless, 
and Keynes himself would have been the first to admit that there 
is a point below which interest rates do become artificially low. 
In the Keynesian exposition, a cheap money policy is conceived 
as a means of curing depression. In those conditions, a reduc- 
tion in interest rates helps to stimulate capital expenditure, 
so that the national income rises—and this without any 
inflationary effect, for the reason that unemployed resources are 
always available to be drawn into employment and so increase 
the output of goods pari passu with the increase in demand. 
If the process is carried far enough, the economy will reach 
a point of full employment.(') And the level of interest rates 
ruling when that position is reached, however high it may be, 
is the lowest point to which interest rates can be reduced 
without pushing the economy beyond full employment into 
an inflationary boom. 

It is this level of interest rates—the level just consistent 
with full employment in a free economy—that alone has any 
claim to be regarded as the natural level. Logically, therefore, 
one cannot say that the gilt-edged market is being rigged 
unless market rates are held above or forced below the natural 
level as defined in this way. The question whether the Govern- 
ment is actively intervening to create easy credit conditions 
is wholly irrelevant, for in some circumstances a vigorous 
cheap money drive will be needed to force the market rate 
down to the natural level. The only relevant criterion is the 
state of the economy, as indicated by the emergence of general 
unemployment if rates are too high, or of an inflationary rise 
in prices if they are too low. 

At present it is difficult to apply even that criterion, for 
the reason that we have not had a free economy since the 
War began, and the physical controls can be regarded either 
as a means of preventing a runaway rise in prices or a runaway 
rise in interest rates. Under wartime conditions, when a 
large part of the national income is being diverted to the war 
effort and there is immense destruction of physical capital, 
the “ natural ’’ level of interest rates rises to fabulous heights. 
Nobody would suggest that interest rates should be allowed 
to soar to these penal levels as a substitute for the use of 
controls during the present phase of abnormal scarcity. Most 





() This is, of course, an over-simplified exposition which ignores the problem of 
bottle-necks. 
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people hope, however, that once the worst shortages are over- 
come the controls will be removed. Hence the test of interest 
rate policy is no longer whether rates have been driven below 
the “ natural’’ level at the moment, for any tolerable level 
of rates will be lower than that. The test is whether the 
existing level is now so low that it will need permanently to 
be reinforced by controls if inflation is to be averted. 

Has cheap money, that is, been pushed to such lengths 
that we should be perpetually threatened by an inflationary 
boom, even after the volume of output has been restored to 
a normal peacetime level? Even now one cannot say that 
that must inevitably be the case, for in the ‘nineties, 
for example, interest rates remained around their present 
level for years together. But those were years of depression 
and stagnation. It is difficult to believe that such exceptionally 
low rates could be maintained, in a free economy, in any 
period of reasonably good trade. Even those who approve 
of cheap money in principle may therefore question the 
usefulness of the latest cheap money drive, which at the 
best must postpone the removal of controls and at the worst 
may saddle us with them indefinitely. From the viewpoint 
of the Treasury, rates were hardly burdensome when the 
Labour Government assumed office; hence it is surprising 
that Mr. Dalton should have thought it good statesmanship to 
press rates down still further at atime when inflationary forces are 
only kept in check with the assistance of a formidable admin- 
istrative apparatus. Most people would surely have preferred 
to err in the opposite direction, for the danger of unemployment 
due to dear money would appear remote. It could in any 
case readily be countered by a fresh injection of cheap money 
at a more opportune time. 


VI 


So much for “ rigging the market.’”” The second question 
we wish to discuss, as has been said, is the prevailing belief 
that low rates of interest necessarily mean a larger volume of 
credit than high rates, so that every turn of the cheap money 
Screw must still further augment the already abnormally high 
quantity of cash and other liquid assets in the hands of the 
public. That admittedly seems implicit in the technique of 
cheap money as outlined above, nor is it sought to deny that the 
tendency may be in that direction. Simply to take it for granted 
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that cheap money means nothing more than flooding the system 
permanently with liquid assets, however, does less than justice 
to the subtlety of the Keynesian analysis on which the whole 
cheap money policy is based.(') At a time when many people 
think that the maintenance of cheap money demands not only 
abundant credit but even a cumulative credit expansion, it is 
worth while to examine more closely the relationships between 
interest rates and the volume of money. 

When the Treasury first offers less generous terms than 
the public is accustomed to, many investors, as has been noted, 
may at first be reluctant to take up the new issue. They will 
prefer to remain uninvested for a time—to hold their savings 
in liquid form rather than buy long-term securities—until 
events have shown whether the Treasury will be able to enforce 
its new terms and permanently reduce the yield on gilt-edged ; 
for if interest rates should rise again, gilt-edged prices will fall 
and it will be possible to buy not only the new issue but also 
existing loans more cheaply. This particular motive for remain- 
ing uninvested, however, arises not because interest rates 
are low but because they are thought to be abnormally low. 
Moreover, it must not only be thought that interest rates are 
bound at some time to rise again ; it must be thought that this 
opportunity of purchasing securities more cheaply will occur 
sufficiently soon for the anticipated fall in their price more than 
to offset the loss of income occasioned by holding the savings 
in liquid form meanwhile. 

Hence the tendency to “ hold off”’ gilt-edged need be no 
greater in a period of firmly established cheap money than in 
periods of high but fluctuating rates and may, indeed, be much 
less. If, for example, the current yield on gilt-edged is 6 per 
cent. but market opinion holds that yields of 8 per cent. may 
well be obtainable in the near future, this means that investors 
must reckon with a possible fall in 2} per cent. Consols from 
41% to 31}, or by about 25 per cent. On the other hand, if the 
prevailing yield is 2} per cent., and a reaction to 2? per cent. 
is regarded as the worst that could happen, this would imply a 
fall in Consols from par to about 91. Clearly, the prudent 
investor would do better to remain liquid in the former case, 
notwithstanding the high income yields obtainable, than in the 
cheap money conditions of our second example. 


(*) General Theory of Employment, Ch. 13. 
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In reality the calculation is more complicated, though the 
complication only serves to strengthen the conclusion that some 
people, at least, may hold a smaller volume of funds in liquid 
form when interest rates are low than when they are high. For 
in deciding whether or not to invest in securities without delay, 
the investor must consider not only the possible loss if he 
should buy now and his securities fall in value, but also the 
loss incurred if the market should advance after he has decided 
to remain liquid, so that he is eventually compelled to buy 
securities at higher than current prices—having sacrificed any 
income return on his money meanwhile. This consideration 
will clearly begin to carry more weight if a downward trend of 
interest rates has already been in progress for some time and 
may well continue. So long as interest rates are falling, in other 
words, an investor who remains liquid sacrifices not only income 
but also the chance of making substantial capital gains. In this 
context more than almost any other, therefore, nothing succeeds 
like success. Once the Treasury has demonstrated its power to 
reduce rates, further reductions are likely for a time to 
encounter smaller temporary resistance and funds will flow 
more readily, and not less readily, into each successive loan 
as confidence improves. This process has, of course, been 
admirably illustrated by the last-minute stampede into the 
various tap loans when the closing of the tap has become 
imminent and it has been taken for granted that the next issue 
will bear still less favourable terms. 

On the other hand, it must be recognized that once rates 
are thought to have grounded at a low level, the penalty for 
remaining liquid is reduced, because a smaller amount of 
potential income is sacrificed by remaining out of the market 
(and capital profits no longer come into the picture). This 
being so, some people may decide permanently to hold more 
of their assets in liquid form than they would have done if 
interest rates were high; in Keynesian terminology, some 
cash may be removed from the investment market altogether 
and added to the “‘ convenience-stock ’’ of money held against 
current transactions or as a provision against contingencies. 
There is little evidence to show how far a reduction in interest 
rates does in fact increase the demand for cash for such 
purposes—Keynes suggests that such balances are “‘ not very 
sensitive to changes in the rate of interest as such.” 

Even if the public does hold a larger ‘‘ convenience- 








62 


stock ’’ when rates are low, in any case, the additional demand 
for cash under this head may well be offset by the reduction 
in the balances formerly held uninvested against a possible fall 
in gilt-edged. For if the establishment of cheap money also 
means the establishment of more stable conditions, this 
lessening of uncertainty will attract such liquid funds into 
securities.(') In short, it should remain an open question 
whether in the long run cheap money necessarily involves 
expansion of credit. A cheap money policy does, of course, 
mean that if for any reason, such as fear of war or dear money, 
the public desires for a time to hold cash rather than securities, 
the authorities must be prepared to create more cash and 
support the gilt-edged market ; but it does not follow that the 
authorities will in fact have to “ monetize debt,” in the 
American phrase, to a greater extent simply because interest 
rates are low. 


VII 


From the Treasury point of view, of course, the most 
unfavourable combination of circumstances is a position in 
which a major downward trend in interest rates is generally 
thought to have reached its limit, and has culminated in 
extremely low rates in which confidence has not yet been 
established. In those circumstances, the incentive to buy 
securities in the hope of capital gains will have disappeared. 
Indeed, the general view will be that if security prices should 
change the movement can only be downward ; and this fear of 
a temporary reaction will act as an inducement to remain 
uninvested or even to liquidate securities, with little danger 
of forgoing capital profits but on the contrary a sporting 
chance of “ getting in’’ a few points lower down, and with 
only a very small sacrifice of income meanwhile. 

It may be that it is this combination of adverse factors 
that we have been witnessing in recent months and which 
largely accounts for the increased tempo of credit expansion. 


(*) Keynes argued that “ as the rate of interest falls, it is likely, cet. par., that more 
money will be absorbed by liquidity-preferences due to the transactions-motive. For 
if the fall in the rate of interest increases the national income, the amount of money which 
it is convenient to keep for transactions will be increased more or less proportionately to 
the increase in income.” In other words, if the fall in interest rates stimulates additional 
spending and the national income rises, the public will want a larger convenience-stock of 
money ; from which it follows that quite a considerable expansion of credit may be needed 
to bring down interest rates in these conditions, and the public wiil desire permanenily to 
hold more cash when rates are low (because low interest rates, in this context, mean high 
incomes). Clearly, none of this applies to present conditions. 
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Certainly, there can be no disputing that the position has 
changed very much for the worse during the present financial 
year, as may be illustrated by a few figures :— 

April rst to November 30th 





1945 1946 
Marketable “tap ”’ issues and f£ mn. £ mn. 
tax certificates— 
Subscribed a ss 1,394 697 
Redeemed a ‘ 456 589 
Net Sales a iis 38 108 
Rise in net clearing bank 
deposits .. os os 301 618 
Deficit (above and below line) 1,735 878 


Tt will be seen that net sales of the securities intended for 
the large saver, including tax certificates, declined to no more 
than £108 millions, against £938 millions in the comparable 
period of last year. Even though the over-all deficit to be 
financed has been only about half as great as in 1945, therefore, 
it is not surprising to find that the rate of increase of bank 
deposits has been more than doubled. Surely it is reasonable 
to suppose that subscriptions to the tap issues would have been 
larger, and credit expansion correspondingly smaller, if the 
Chancellor had not been “ forcing the pace”’ and driving down 
interest rates to new low levels at which many investors still 
hesitate to lock up their savings. 

However, this tendency to remain uninvested is due, not 
to the lowness of yields as such, but to the fact that few people 
look for any appreciable further advance in gilt-edged, while 
on the other hand the public has not yet accustomed itself to 
2} per cent. as an appropriate yield on irredeemables. By ail 
past experience, this abnormal desire for liquidity should 
disappear fairly soon—provided Mr. Dalton is content to leave 
well alone. In that event, there is no reason to fear that credit 
expansion must continue indefinitely. The real danger, as 
has already been suggested, is that with rates at their present 
very low level even a non-Socialist Government might find it 
difficult to remove the present controls over investment without 
incurring the risk of an inflationary boom. 

W. Manninc Dacey. 
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Statistical Section 


REVENUE AND EXPENDITURE.—The diagram on page 66 shows Government 
revenue and expenditure by quarters over the war period and brings out the sharp 
decline in the current deficit since the close of hostilities, assisted in recent months 
by the inclusion in revenue of non-recurring items such as the proceeds of sales of 
surplus stores. In spite of P.A.Y.E. (i.e. the deduction at the source of tax payable 
on employees’ earnings as they accrue) it will be seen that about 4o per cent. of the 
revenue for the full financial year still flows into the Exchequer during the January- 
March quarter. 

Tax RESERVE CERTIFICATES.—Tax reserve certificates, issued in multiples of 
£25, provide an investment for funds that would otherwise be held idle, probably 
in the form of bank deposits, in readiness for the payment of certain taxes (Income 
Tax other than Schedule E., Sur-tax, N.D.C. and E.P.T., Land Tax and War 
Damage Contributions). First issued in 1941, the certificates originally received 
interest at the rate of 1 per cent. tax free when tendered in payment of taxes within 
two years. Since March, 1944, the maximum life of the certificates has been 
5 years while the interest rate was reduced to } per cent., still tax free, in April last. 

The diagram brings out the steady expansion in the outstanding issue of 
certificates to the peak of £800-°4 millions touched in December, 1945, and the 
decline in monthly subscriptions during 1946 which has reduced the outstanding 
total to £648-3 millions in November. Substantial repayments are to be expected 
in the current quarter. The graph also shows the close and steady correlation 
between encashments and Inland Revenue receipts. 

Direct Taxes.—In 1913, as will be seen from the diagram on page 68, direct 
taxation on the higher incomes was not only very low but levied virtually ata flat 
rate. Thereafter, the level of taxation has mounted steadily while its incidence has 
been made more progressive, so that all but a small fraction of the larger incomes 
was absorbed by taxation at the penal rates imposed during the war. The slight 
concessions made in the last Budget do not affect the incomes in the highest brackets 
and have, therefore, made the tax curve still more progressive. 

It is relevant to observe that the combined effects of taxation, “‘ cheap money” 
and depreciated purchasing power are similarly graphic at lower ranges of income. 
For example, the expectations of the provident and thrifty that their dependents 
could be assured of a secure future by their savings have not been fulfilled, as 
is illustrated by the following table, in which we assume that a widow and one 
dependent child were left “‘ securely provided for ’’ in 1936. 





1936/7 1946/7 


Gross Income, 


1936 (from Gross Income Value of 
holding of from same that net 
Government Tax in Net capital at Tax Net income 
securities 1936/7 Income 1946 yield of Thereon Income at 1936/7 
yielding 24 per cent. prices 
3 per cent.) 
£ £ £ £ £ £ 
250 7 243 208 7 201 145 
500 59 441 417 9 328 238 
750 119 631 625 183 442 321 
1,000 179 821 833 297 556 403 
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Even on so low an income as £250 per annum, the loss in real income over 
the last 10 years is 40 per cent., and at the £1,000 stage rises to 51 per cent., if the 
official Cost-of-Living index is used to measure the rise in prices. In reality the 
decline must be greater, since many articles of general consumption not covered by 
the Index have risen far more steeply. It will be appreciated that the figure on page 68 
indicates only the effect of higher taxation on a given money income and takes no 
account of the reduction in real income in the higher ranges due to low interest rates 
and rising prices. 

Wace Rates.—The table on page 69 records the numbers of workers whose 
wages have increased or decreased in each of the years from 1915 to 1945 (fluctuations 
during the year which leave the wage unchanged on balance being ignored). Changes 
in the amounts of wages paid to workers are also given, and the figure on page 70 
shows the sharp increase at the end of the 1914-1918 War, followed by an equally 
violent decrease when the post-war boom ended. 

A comparison of Bowley’s Index of Wage Rates with the Cost-of-Living index 
reflects the improvement in the standard of living between the wars. The rise in 
money wages in progress since 1939 has become somewhat steeper in recent months, 
although since November, 1941, the Cost-of-Living index has been stabilised by 
subsidies which are now costing over £1,000,000 a day. 

OversEAS TRADE.—After the war of 1914-18 it took several years before exports 
again reached the 1913 level. Recovery on this occasion has been far more rapid, as 
will be seen from the table on page 71. In July and again in October the volume of 
exports was some 20 per cent. above the pre-war level, while for the whole ten 
months January to October the volume was nearly equal to that of 1938. As is well 
known, however, an increase of 75 per cent. over pre-war is needed to offset the loss 
of income from our former overseas investments. Moreover, although our balance 
of trade as a whole (page 72) may not appear unsatisfactory, this is due partly to 
export surpluses to countries such as France and Denmark, offsetting an extremely 
large excess of imports from the “* hard currency ” countries which has necessitated 
heavy drafts on the Canadian and American dollar loans. 

CoaL.—The diagram on page 73 illustrates the gravity of the coal situation, 
stressed by Professor Robbins in his article elsewhere in this issue. In face of the 
decline in production, the even sharper decline in stocks and the virtual cessation of 
exports, the need for additional manpower in this vital industry is obvious. 

IRON AND STEEL.—Production is still above 1938 levels in all lines and, as the 
table on page 74 shows, prices have risen less than in most of our basic industries. 
Steel output in the United States of America is far greater than our own, but has 
declined sharply from the wartime peak. British production has been more stable, 
but no great expansion can be envisaged within the limits of existing plant, shortly 
to be considerably enlarged. 

ORDINARY SHARE YIELDS.—Easily the most speculative group of ordinary shares 
shown on the graph on page 75 are the junior stocks of Home Railway Companies, 
the yields on which have fluctuated in recent years between nearly 12 per cent. and 
less than 1 per cent. The recent declaration by the Committee of the Stock 
Exchange to the effect that Stock Exchange prices bear no precise relation to intrinsic 
values gains added point in the light of these spectacular fluctuations. 

InDIA (page 76).—A six-fold increase in the note issue and an expansion of 
bank deposits by as much as 400 per cent. are reflected in the rise in wholesale prices. 

PRICES IN THE U.S.A.—The abandonment of price control in the United 
States has been followed by an extremely sharp advance in prices in recent months. 
Removal of control was expected to bring on to the market withheld stocks of 
commodities—especially meat—but this factor was not sufficient to prevent a sub- 
Stantial rise in the Cost-of-Living index, which was also raised by the withdrawal of 
subsidies. Attention is directed to the acute rise in the prices of dairy products and 
meat. 
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t Last quarter based on average of two months, and includes £M.42-5 receipts from the sale of Surplus 
War Stores, £M.30 Surplus Receipts from Trading, and £M.15-6 receipts from Sundry Loans. 


TAX RESERVE CERTIFICATES 


1940 _ _/94/ 











| Ps... 

i i itstanding at 

Quarterly Period Issued Repaid | Net Issue | End of Perk ad 

‘ ats £M. £M. iM | ga 
1941 IV* 16-8 16-8 6-8 
192 I 175-1 0-4 174-7 191-5 
1 95-9 | 5-8 90-1 281-6 
Ill 118-2 | 22-6 95-6 317-2 
IV 115-5 23-0 92-5 469-7 
143 | 40-3 | 167-0 =| = 26-7 ; 443-0 
112-8 42-0 | 70°8 513-8 
Ili 131-4 62-6 68-8 582-6 
wa ee le Cs 120-6 56°9 63-7 646-3 
a ee 152-0 236-8 — 84:8 561-5 
- owe ss 116-6 53-6 63-0 624-5 
Ill 132-0 69-9 62-1 | 686-6 
TV ee ee ewe | 133-2 60-5 12:7 759-3 
ee a ee 180-3 257°4 — 77-1 682-2 
co <= «oa 109-6 54-0 55-6 737°8 
ee 93-0 | 75-9 17-1 754-9 
a a 109-6 | 64-1 45°5 800-4 
ne a ee 120-7 273-5 | = 152-8 647-6 
ww se «2 we 77°8 69-7 8-1 655-7 
es «es ae (fos 41-3 41-2 0-1 655-8 
_i§ a ee ee 51-6 59-1 —- 765 648-3 








* One month only. Certificates first issued in December, 1941. 


t For October and November, 1946—two months only. The amount outstanding is the figure for 30th 
November, 1946. 
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UNITED KINGDOM 
DIRECT TAXES ON INCOME 








YEAR 1913-14. | YEAR 1923-24. YEAR 1933-34. 
——v Total of Total of | Total of 
Dkr Income Income | Income Income Income Income 
earns. Tax. Taxand | Tax. Tax and Tax. | Tax and 
Super-Tax. | | Super-Tax. Super-Tax. 
£ £ £ | £ £ £ £ 
2,000 117 117 354 354 408 408 
5,000 292 292 1,029 | 1,391 1,158 | 1,495 
10,000 | 583 758 2,154 | 3,616 | 2,408 3,927 
20,000 | 1,167 1,592 4,404 | 8,366 4,908 9,590 
30,000 | 1,750 2,425 6,654 13,366 7,408 15,665 
40,000 2,334 3,259 8,904 | 18,616 9,908 22,015 
50,000 2,917 4,092 11,154 | 23,866 12,408 28,365 
YEAR 1940-41. | YEAR 1942-43. YEAR 1946-47. 
2,000 } 685 685 826 826 725 725 
5,000 1,960 2,441 2,326 | 2,807 2,075 2,587 
10,000 4,085 6,091 4,826 | 6,852 4,325 6,512 
20,000 8,335 14,654 9,826 16,145 8,825 15,787 
30,000 } 12,585 23,654 14,826 25,895 13,325 25,537 
40,000 16,835 32,654 19,826 35,645 17,825 35,287 
50,000 21,085 41,654 24,826 45,395 22,325 45,037 








N.B. Since British taxation makes allowances for family responsibilities, the total of direct taxes depends 
= ——- of such allowances. We have taken the case here of a man able to claim allowances for a wife 
and three children: 
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UNITED KINGDOM 
4 
- ) CHANGES IN RATES OF WAGES FOR THE PAST 30 YEARS 
Approximate Number of separate Estimated Net Weekly Amount Estimated Net 
individuals *reported as affected by of Change in Rates of Wages. Weekly 
Increase + or 
Year. Decrease -- in 
Net Net Rates of Wages 
INCREASES. DECREASES. INCREASES. DECREASES. of the 
Workpeople 
~ affected. 
(Thousands.) (Thousands.) £ thousands. £ thousands. £ thousands. 
£ £ £ 
1915 4,305 _— 867 _ + 867 
1916 4,848 _— 885 — + 885 
‘s 1917 6,362 _ 2,986 = + 2,986 
. 1918 6,924 — 3,434 — + 3,434 
“J 1919 6,240 _ 2,547 _ + 2,547 
1920 7,867 1 4,793 _ + 4,793 
- 1921 78 7,244 13 6,075 — 6,061 
: 1922 74 7,633 ll 4,221 — 4,210 
; 1923 1,202 3,079 169 486 — 317 
} 1924 3,019 481 616 62 + 554 
: , 1925 873 851 81 159 — 
1926 420 740 133 84 + 49 
. 1927 282 1,855 31 388 — 358 
: 1928 217 1,615 22 164 — 14 
1929 142 917 13 92 — 79 
; 1930 768 1,100 59 116 — 57 
1931 47 3,010 5 406 — 41 
1932 33 1,949 3 252 — 249 
1933 179 894 17 82 — 65 
: 1934 1,344 85 95 4 + 9 
1935 2,366 49 199 7 + 192 
? 1936 4,062 1 493 _ + 493 
| 1937 5,161 + 788 1 + 787 
1938 2,381 322 262 19 + 243 
1939 6,150 66 981 8 + 972 
1940 8,780 — 2,633 — + 2,633 
1941 8,855 -—— 2,485 _ + 2,485 
1942 6,692 — 1,706 _ + 1,706 
! 1943 7,187 152 1,620 3 + 1,617 
| 1944 8,572 — 1,956 — + 1,955 
| 1945 7,164 _ 1,757 _ + 1,757 
* From 1939 onwards the figures cover Agricultural Workers not previously included 
_ in the table. 








7oO 





| £000 £000 
ns - +6000 


UNITED KINGDOM CHANGES 
IN WAGE RATES 





*4000F +4000 






















































} | 

j aa | 

| | 

| | 
+ 2000F | #2000 

| INCREASES | 

1 

wer | 

DECREASES | 
- 2000+ } 94-2000 
-4000r 4 -4000 
~6000} -#000) 
| t ! i — i 
1915 1/920 1925 1330 1935 /940 








T T — i50 i 


COMPARATIVE INDICES OF ist 9 
(1924 = 100) 


























ol ~ 
fous 7920 1925 1930 1935 1/940 1945 






















































OVERSEAS TRADE RECOVERY 
) (1919 and 1946 compared) 
IMPORTS Exports 
PERIOD " 
Prices Prices Terms of | Wholesale 
Value Volume Came Value Volume (Implied) | Trade* Prices 
£M. 1913= | 1913= £M. 1913 = 1913= (base year] 19135 = 
100 100 100 100 1913) 100 
1910-13 
Yearly 
average 6ll | 93 99 474 94 96 97 98 
1919 1,461 90 247 799 55 277 112 252 
1920 1,710 88 296 1,335 71 359 121 307 
1921 979 73} 202 703 50 269 133 197 
1922 g99  «-864—~Sss«d“SS7-—«|CT7119 69 | 199 | 127 | 159 
IMPORTS Exports 
, PERIOD ; Bs 
| Terms of | Wholesale 
Value Volume Prices Value Volume Prices Trade* Prices 
£M. 1938= | 1938 = £M. 1938= | 1938= [| (base year] 1938 = 
100 100 100 | 100 1938) 100 
ee See eee 
] 1935-38 
H Yearly 
average 824 | 99 97 442 105 94 97 97 
1945 1,051 | 62 197 393 45} 184 93 165 
1946 1,012 69 206+} 735 | 95 197¢ | 96 175 
(ten months 
only) 

















* ie. the changes in the volume of imports that, from year to year, a given quantity 
of exports will buy assuming that at the prices ruling in the base year 100 “ units” of 
exports bought 100 “ units” of imports. Thus if export prices rise more than import 
prices the terms of trade move in our favour and the index rises above 100, and conversely. 


Tt Estimated 











BRITAIN’S BALANCE OF TRADE 


Our VISIBLE 
TrRaDE BALANCE. 





U.K. Trade by Groups of Countries 


IMPORT SURPLUS from :— 


DoLLaR AREA: 


(a) Canada and Newfoundland 

(b) U.S.A. - 

(c) Alaska, Cuba, Porto Rico, Hawaii, Hayti, St. aniline. 
Mexico, Guatemala, Honduras, Salvador, Nicaragua, 
Costa Rica, Colombia, Panama and Venezuela 


DoiiaR AREA TOTAL .. 


. Oruer “ Harp” CURRENCIES : 


(a) Argentine 
(b) Sweden 


TOTAL—* HARD ” CURRENCIES 


. Stertinc Area—British Countries (i.e. ome Sanat 


and Newfoundland) . . 


Import SurpLus TOTAL 


EXPORT SURPLUSES to: 


4. 


w 





STERLING aelitaal and ae mee Iceland and the 
Faroes 


. (a) France and French territories overseas 


(6) Denmark .. 


. All others 


Net Tora 


Three- 
quarters 
of 1938. 


£ ma. 


—113-5 


— 14-0 
8-8 


—136-3 


— 50-0 


—186-3 


First 9 
months 
of 1946. 


£ mn. 
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136-2 
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COAL 





No. of Persons 
on Colliery 


Output (ii). 








Exports (iii). Stocks (iv). 

Books. 

Thous. Mill. tons. Mill. tons. Mill. tons. 
19 1,107 287 94 — 
19 1,170 230 47 — 
19 932 258 77 _— 
1938 782 227 46 — 
1939 766 231 47 19.7 
194 : 709 183 8 15.4 
1946 (v) 699 185 9 11.0 





(i) From 1922 the numbers employed and the output of coal in 
included ; and clerks and salaried persons are excluded. 

(ii) Includes open-cast production from 1942. 

(iii) From lst April, 1923, coal sent to Eire is included as an export. 

(iv) Figures not available before 1939. 

(v) Annual average, based on first nine months. 
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Ireland are no longer 












of 
2 913 
CONSUMPTION & betel 
EMPLOYMENT Soe 
* oO 
ons OF ' | sr io = 
Tor : * i ‘ : 
287 s o 
‘ 
‘ " 1942 1943 1944 1945 1946 
; eimai ie 
5c ; 3 
as 
a + BO « 
200 3 eae 
| +4 c 
; fa) 
4 Ow 
ro a 
z as « 
1504 SS aac »> = 
{ 60 z 
} eesti em 
[OME CONSUMPTION | 
; PLUS ADDITIONS TO, LESS 








DRAFTS ON, STOCKS — i 








, 
Cy, 





MVE X PORTSK 





WN Tee 
B?D£:?) TH AEN NS Se 


1920 /925 /930 1935 /940 (945 46 
1926 WaTIONAL DISPUTE 


LASTING 7 MONTHS | 














74 
PRODUCTION OF IRON AND STEEL IN THE UNITED 
KINGDOM 








194¢ 
1938. 1943. 1944, 1945, Annu 
Rate 
IRON ORE— “ 
OvrTpuT (in thousands of tons) .. es 11,859-2 18,493°7 15,471-7 14,174°9 12,39 
PIG IRON 
PRODUCTION : Hematite ° oe 1,483°6 927-2 1,009 -2 1,076 2) 
Basic = - we 3,762 °6 5,070-0 +,791°6 4,883°7 
Foundry .. oe es 1,229-5 1,025°3 740-3 964-0 7,¢ 
Forge ‘ aw “4 150-9 40-4 35°4 51-9 
Direct Castings . - 4-3 0-4 0-5 0-3) 
Blast Furnace Ferro-Alloys es es 130-2 123-6 159-5 131-3 
6,761°1 7,186°9 6,736-5 7,107-4 1,01 
STEEL INGOTS AND CASTINGS— 
Open Hearth Acid at 1,720-5 1,408-5 1,172-5 1,159 1) 
Open Hearth Basic ; se 7,743°3 9,555-2 9,096 -4 9,025-7 
Bessemer .. ee ° ° 594-5 803-4 793-9 857-7 
Electric 222-7 992-0 795-1 542 0) 
All other Ingots and Cc astings 116-9 272-1 284-3 239-9 
§ INGOTS ea 10,149°9 12,415°3 11,553-5 11,345°1 » he 
TOTALS} Castines oa 248-0 615-9 588-7 479-3 12, 
Board of Trade Wholesale Price Index— 
Iron and Steel ee es ee ee 100-0 151-4 132-4 135-7 154-4 (a) 
Board of Trade Wholesale Price Index 
for all Industrial Materials and Manu- 
factures, including Fuel .. . e 100-0 158-3 164-5 168-5 181-5 i) 
(i) Estimated on basis of first 9 months of the year. (ii) September, 1946. 


Source: Statistical Bulletin of the Iron and Steel Federation. 
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Millions of Rupees. 


INDIA 
NOTES AND CREDIT EXPANSION 

















SCHEDULED BANKS TREASURY Wholesale 
on (Depostr LIABILITIES IN INDTA) BILLS. Pri 

Period. of Rupee No. of LF  ~ ral 
Notes.(i) Banks Demand. Time. Total. “oe ton. 4 

Reporting standing. = 100) 

March, 1939 1,891 -0 55 1,224-6 1,037-8 2,262 -4 463-0 100-0 
- 1940 2,385 -5 59 1,382-4 1,058-7 2,441 -1 547-0 125-6 

~ 1941 2,576 -6 63 1,704-6 1,012-0 2,716-6 689-0 111-8 

o 1942 4,100 -6 59 2,217°8 1,003-8 3,221:6 1,369°8 137-0 

- 1943 6,435 °8 61 3,723:2 1,212-8 4,936:0 2,646°9 171-0 

» 1944 8824-9 75 5,212-5 1,673-6 6,886-1 1,106-1] 236-5 

- 1945 10,848 -8 84 6,042-6 2,202-8 8,245 -4 867 -0 244-2 
April, 1946 12,187 -7 91 7,009:1 3,009-9  10,019-0 832-6 252-7 
May, - 12,327: 91 7,070:2 3,070-1 10,140-3 664-1 255-0 
June, - 12,339°9 91 7,111-7 3,108-9 10,220-6 523-8 263-5 
July, ~ 12,154 -6 93 7,218-0 3,120-8 10,338-8 633-9 270-1 
August, ,, 12,067 -8 94 7,403-6 3,162-9 10,566-5 724-2 271-3 
Sept., - 11,878-5 95 7,496:9 3,200-2 10,697 - 1 767 -7 271-1 

(i) Million rupees £75,000 (i.e. 40 million rupees £5 million). 
Source: Reserve Bank of India Statistical Summary. 
U.S.A. 
RETAIL PRICES AND THE COST OF LIVING 
1935-9 100. 
Cereals Fruits Combined Cost 
and Dairy sn a 
P= A a Vegetables 7 = J Liv ha (i) 
1945— 
January 108-7 133-5 168-9 130-2 137°3 127:1 
February 108 -7 133-5 168-9 130-7 136-5 126-9 
March 108-7 133-5 169-5 130-8 135-9 126-8 
April .. 108-9 133-5 173-3 130-8 136-6 127-1 
May 109-0 133-5 182-5 131-6 138-8 128-1 
June 109-1 133-4 192-6 131-6 141-1 129-0 
July 109-1 133-4 191-8 131-6 141-7 129-4 
August 109-1 133-4 183-5 131-8 140-9 129-3 
September 109-1 133-4 172-5 131-6 139-4 128-9 
October 109-1 133-3 172-5 131-0 139-3 128-9 
November 109-1 135-9 172-3 131-0 140-1 129-3 
December 109-2 136-2 177°3 131-2 141-4 129-9 
1946— 

January 109-4 136-4 180-8 131-4 141-0 129-9 
February 109-8 136-6 181-1 131-3 139-6 129-6 
March 110-3 137-0 183-4 131-3 140-1 130-2 
April .. 113-3 137-4 185-9 132-8 141-7 131-1 
May (ii) 115-2 138-6 185-7 133-5 142-6 131-7 
June (ii) 122-1 147-8 183-5 134-0 145-6 133-3 
July 126-1 179-1 188 -4 173-7 165-7 141-2 
August on 135-4 180-1 178-3 186-6 171-2 144-1 
September (ii) 137°3 186-6 176-4 188-5 174-1 145-9 
October (ii) 138-5 202 -4 176-5 190-7 180-0 148-4 





(i) U.S. Department of Labor.—Consumers’ Price Index (Combined Index). 
(ii) During these months the Bureau of Labor Statistics was unable to secure the usual number of retail 
price quotations for beef, veal, lamb and pork, due to the scarcity of these meats. 


For purposes of computing 


the index it was assumed, where prices for these articles could not be obtained, that prices were unchanged 
from those last reported. 











